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ABSTRACT 

Testimony and prepared statements presented at a 
hearing before the Senate Subcommittee on Rural Economy and Family 
Farming focused on the concerns of rural small business. Witnesses 
included Senators from Montana, Illinois, New York, Oklahoma, South 
Dakota, Wisconsin, Minnesota, and Iowa, and nine representatives of 
business, state government, federal agencies, education, and regional 
development agencies. Witnesses presented economic facts which 
described rural America as accounting for 25% of the nation's 
population, only 20% of United Stages personal income, more than 40% 
of the country's elderly, 38% of the nation's poor, 67% of all 
substandard housing, and uneniployment exceeding twice the national 
average. Witnesses suggested that to revitalize rural America, new 
jobs in both traditional and new industries are needed. Others 
indicated that the rural economy no longer means isolated and 
sparsely populated farm communities, but a collection of many diverse 
economies, depending not only on traditional farming, fishing, 
timber, and mining industries, but also new industries like 
manufacturing, services, and tourism. (NEC) 
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NEW PERSPECTIVES ON THE RURAL ECONOMY 



THURSDAY, MARCH 5, 1987 

U.S. Senate, 

bUBCOMMITTEE ON RURAL ECONOMY AND FAMILY 

Farming, of the Committee on Small Business, 

Washington, DC. 

The Committee met, pursuant to notice, at 9:34 a.m., in room SR- 
428A, Russell Senate Office Building, Hon. Max Baucus (chairman 
of the subcommittee) presiding. 

STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR FROM THE 
STATE OF MONTANA 

Senator Baucus. The Subcommittee on the Rural Economy and 
Family Farming will come to order. 

I am pleased to convene this Subcommittee, the Rural Economy 
and Family Farming Subcommittee. I first want to thank Senator 
Uumpera, Chairman of the Committee, for setting up this subcom- 
mittee because it is extremely important that we focus on the prob- 
lems facing rural America, and particularly small business in rural 
America. 

This is the first subcommittee to focus exclusively on the con- 
cerns of rural small business. Qui work will be based on one bed- 
rock premise: The rural economy is changing, and unless we adapt 
It will continue to change for the worse. 

We are becoming a Nation with two economies: a glittering 
urban economy on the Coast and the Sunbelt, and a declining rural 
economy in between. An article in Monday's New York Times put 
it bluntly, and I quote: 

Not only are many rural areas losing population, but more o^ the people who live 
:.,u''i^'"® work living in poverty. The widening gap b evident regardless on 

Whether a corntry is dependent on agriculture, manufacturing, forestry, or mining, 
trade, or anything else except service to retirement communities. 

We should not tolerate this division of prosperity. As FDR said, 
our economy cannot endure "if it is half boom and half bust. "So 
how do we turn this around? We have to start by understanding 
what IS happening. This means understending that the rural econo- 
my is much more than an agricultural economy. The family farm 
remains the economic foundation of rural America, but more and 
more farmers must supplement their income with a job in town 
just to survive. 

The proportion of total family farm income earned from off-farm 
sources has increased from an average of about 40 percent in I960 
to , percent in 1983. Ironically, the viability of the family farm 
may depend on the availability of a nonfarm job in town. 

<1) 
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Where do those jobs come from? Small towns in rural America 
have traditionally been built around natural resource industries 
like timber, mining, and fishing; but as natural resources become 
decoupled from industry, rural communities become decoupled 
from the mainstream of economic growth. As a r^ult, the gap be- 
tween urban and rural personal income is widening. Thirty-eight 
percent of the Nation's poor, and 67 percent of all substandard • 
housing are in rural areas, and about 90 percent of all counties 
with extremely high unemployment rates are rural. 

To revitalize niral America we need not only new jobs in tradi- 
tional industries, but new industries, as well. In Maine, this means 
rebuilding the salmon fisheries that disappeared from decades of 
overfishing. In Montana, it means adopting foreign technology for 
processing softwood into quality flooring, furniture, and building 
materials. 

In Minnesota, it means manufacturing chopsticks for export to 
the Japanese. This subcommittee can help us understand the rural 
economy. We must dispel the notion that the rural economy means 
isolated and sparsely populated farm communities. The rural econ- 
omy really means a collection of many diverse economies, depend- 
ing not only on traditional farming, fishing, timber, and mining in- 
dustries, but also new industries like manufacturing, services, and 
tourism. 

Understanding this, we must develop policies that will make the 
economic transition clearer and promote the growth of new indus- 
tries. Today's hearing is a first step. 

Later on, this subcommittee will hold additional hearings on spe- 
cific ways eo improve rural economies. Oae way is to help small 
rural industries adopt new technology and assure that Federal re- 
search development efforts adequately reflect rural needs. 

Another way is to improve capital foniation in rural areas. Cap- 
ital formation remains a major impediment to rural business start- 
ups and to expansion. Federal resources such as the SBA guaran- 
teed loan program, small business investment companies, and 
others provide critical assistance. I intend to have the subcommit- 
tee investigate their roles and explore possible expansion. 

I also expect the subcommittee to review the effects of other Fed- 
eral policies such as the deregulation of transportation, of commu- 
nications, and of banking. Today's hearing gets us off to a running 
start. We are privileged to hear from a group of nationally known 
experts on rural economic development. 

I know many of the witnesses have their own ideas and propos- 
als, and I look forward to explux-ing them this morning. 

[The prepared statement of Senator Bcucus follows:] 
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STATEMENT 

BY 

SENATOR MAX BAUCUS 

"Hew Perspectives on the Rural Economy" 

Hearing Before the Subcommittee on the Rural 
Economy and Family Farm 
Senate Committee on Small Business 
March 5. 1987 

Ii^RODUCTION 

1 AM PLEASED TO CONVENE THE FIRST HEARING OF 

THE Rural Economy and Family Farm Subcom?-iittee- 

First of all^ I want to jhpuk our Committee 
Chairman^ Senator Bumpers, for agreeing tc es- 

TABLISH THIS SUBCOMMITTEE- I KNOW THAT HE SHARES 
MY INTEREST IN RURAL ECONOMIC DEVELOPMENT, AND I 
LOOK FORWARD TO WORKING WITH-HIM.. 
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This is the first subcommittee to focus 
exclusively on the concerns of rural small 
busi nesses* 

Our work will be based on one bedrock 
premise: the rural economy is changing^ Ahd 
unless we adapt. it will continue to chahce for 
the worse. 

Two Economies 

We are becoming a nation with two economies: 
a glittering urban economy on the coast and a 

DECLINING RURAL ECONOMY IN BETWEEN. An ARTICLE IN 

Monday's »gw York Times put it bluntly: 

"Not only are many rural areas losing 
population. but more of the people who 
live there are out of work. living in 
POVERTY. And the widening gap is 
evident regardless of whether a county 
is dependent on agriculture or 
manufacturing. forestry or mining, 
trade or almost anything else except 
service to retirement communities. 

We should not tolerate this division of 
PROSPERITY. As FDR said, our economy cannot 

ENDURE "if it IS HALF BOOM AND HALF BUST." 
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-APAPTIHG to r.HAMr.F 

So HOW DO WE TURN THINGS AROUND? 

We have to start by understanding exactly 
what's going on. 

This means understanding that the rural 
economy is much more than an agricultural economy. 

The family farm remains the economic foun- 
dation OF RURAL America. But more and more 

FARMERS MUST SUPPLEMENT THEIR INCOME WITH A JOB IN 
TOWN JUST TO SURVIVE. ThE PROPORTION OF TOTAL 
FAMILY FARM INCOME EARNED FROM OFF'FARM SOURCES 
HAS INCREASED FROM AN AVERAGE OF ABOUT l\Q PERCENT 

IN I960 TO OVER 72% IN 1983. 

Ironically, the viability of the family farm 

MAY DEPEND ON THE AVAILABILITY OF A NON-FARM JOB 
IN TOWN. 



But where will those jobs come from? 
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Small towns in rural America have 
traditionally been built around natural resource 
industries like timber^ mining^ and fishing. 

But as natural resources have become 
"decoupled" from industry^ rural communities 

BECOME "decoupled" FROM THE MAINSTREAM OF ECONOMIC 
GROWTH- As A RESULT: 

0 The gap between urban and rural personal 
income is widening* 

0 Thirty-eight percent of the nation's poor 
and an sixty-seven percent of all substan* 
dard housing are in rural areas* 

0 And ABOUT ninety percent of all counties 

WITH extremely HIGH UNEMPLOYMENT RATES ARE 
RURAL. 
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Fighting Back 

To REVITALIZE RURAL AMERICA, WE NEED NOT ONLY 

new jobs in the traditional industries, but new 
industries as well. 

In ^Iaine, this means rebuilding a salmon 
fishery that disappeared from decades of over- 
FISHING. 

In Montana, it means adopting foreign tech- 
nology FOR PROCESSING SOF^^'WOOD INTO QUALITY 
FLOORING, FURNITURE AND BUILDING MATERIALS. 

In Minnesota, it means manufacturing chop 

STICKS FOR EXPORT TO THE JAPANESE. 

The Subcommittee Agfnha 

This subcommittee can help us understand the 
rural economy. 
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We must dispel the notion that "the rural 
economy" means isolated and sparsely populated 
farm communities. 

The rural economy really means a collection 

OF MANY DIVERSE ECONOMIES, DEPENDING NOT ONLY ON 
THE TRADITIONAL fARMING, MINING, TIMBER AND 
FISHING INDUSTRIES BUT NOW ALSO ON NEW INDUSTRIES 
LIKE MANUFACTURING, SERVICES AND TOURISM- 

Understanding this, we then must develop 

POLICIES thai will MAKE ECONOMIC TRANSITION EASIER 
and PROMOTE THE GROWTH OF NEW INDUSTRIES- 

Today's hearing is a first step, to begin a 
general dialogue- 

Next, the subcommittee will hold additional 

HEARINGS ON SPECIFIC WAYS TO IMPROVE THE RURAL 

economy- 
One WAY IS TO HELP SMALL RURAL INDUSTRIES 
ADOPT NEW TECHNOLOGY AND ASSURE THAT FEDERAL 
RESEARCH AND DEVELOPrtENl EFFORTS ADEQUATELY 
REFLECT RURAL NEEDS- 



ERIC 



9 



-7" 



Another way is to improve capital formation 

IN RURAL AREAS. " "REMAINS A MAJOR IMPEDIMENT 
TO RURAL BUSINESS ..aRTUPS AND EXPANSION. FEDERAL 
RESOURCES^ SUCH AS THE 3BA GUARANTEED LoAN 

Program, Small Business Investment Companies and 

OTHERS CAN )-^ROVIDE CRITICAL ASSISTANCE. 1 EXPECT 
TO HAVE ThE SUb<:OMM I TTEE INVESTIGATE THEIR ROLE 
AND EXPLORE POSSIELE EXPANSION. 

I ALSO EXPECT Tht: SUBCOMMITTEE TO' - " 
REVIEW THE EFFECTS OF OTHER FEDERAL POLICIES, SUCH 
AS DJ:rHGULATION OF TRANSPORTATION, COMMUNICATIONS 

and banking. 

Today's Hearing 

Today's hearing gets us off to a running 
START. We are privileged to hear from a group of 
nationally know experts on rural economic develop- 
ment. 

^ know that many of the witnesses have 

THEIR OWN IDEAS AND PROPOSALS. I LOOK FORWARD TO 
EXPLORING THEM THIS MORNING. 
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We have an especially long agenda, and a 

NUMBER OF SENATORS PLAN TO ATTEND AND ASK QUES- 
TIONS* 1 ASK EACH OF YOU TO SUMMARIZE YOUR 
WRITTEN STATEMENTS IN ABOUT FIVE MINUTES- ThAT 
WAY, WE WILL HAVE PLENTY OF TIME FOR QUESTIONS- 
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Senator Baucus At this point want to turn to my good friend, 
the Senator from Illinois, Senator Dixon. Senator, do you have a 
statement you would like to make this morning? ^ 

STATEMENT OF HON. ALAN J. DIXON. A U.S. SENATOR FROM THE 

STATE OF ILLINOIS 
in^fp^^I.^T''- M'-- Chairman. I have already placed a statement 
uno^LlZSi,'"^-'?'* ^ your approval, and I congratulate you 

nT/to'SnVSSSyfu.^"' ^ '^"^'^ ^ ^ ^^^o^- 
^Senator Baucus. Without objection, the 8tatem3nt will be includ- 

foSrO ^^^^^^ statements of Senators Dixon and D'Amato 
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MARCH 5, 1987 
STATO€NT BY SENATOR AUVJ J. DIXON 
COHMiTTEE ON SMALL BUSINESS 
NEW PERSPECTIVES ON THE RURAL ECONOf^Y 

m. CHAIRMAN, THE MAKE-UP OF OUR RURAL ECONOMY IS CHANG I NQ BUT 
OUR RESPONSIBILITY TO THE RURAL COMMUNITY IS NOT. WE STILL 
MUST MAKE PROVISIONS FOR vJOBS AND PROMOTE THE ECONOMIC WELL 
BEING OF THIS SECTOR OF OUR ECONOMY. 

WE MUST BE AWARE THAT THE EVOLUTION OF THE RURAL ECONOMY IS 
INTERWOVEN INTO AREAS BEYOND AGRICULTURE. ANY POLICY THAT WE 
CONSIDER MUST ADDRESS THE NEEDS OF TC ENTIRE RURAL COMf^JNITY. 
MOST OF US ARE AWARE OF THE FARM DEPENDENT LOCALITIES WHICH 
ARE LOSING POPULATION AND ARE BEING AFFECTED BY FOREIGN TRADE 
AND F I SCAL POL I C I ES . BUT THERE ARE MANUFACTUR 1 NG/PRGCESS ! iMG 
DEPENDENT RURAL AREAS WHICH HAVE A LARGE NUMBER OF SINGLE 
SKILLED AND MINORITY WORKERS. THERE ARE GOVERWENT DEPENDENT 
RETIREMENT AND POVERTY STRIKEN RURAL AREAS THAT MUST ALSO BE 
CONSIDERED. EACH OF THESE SEGMENTS IS AFFECTED DIFFERENTLY BY 
THE POLICIES THAT WE ENACT. 

THE DEPRECIATION OF fMA VALUES DUE TO HIGH REAL ESTATE 
INTEREST AND LOW COfWODITY PRICES IN THE '83s IMPACTS THESE 
OTHER AREAS OF THE RURAL ECOMOMY. AS THE FARMERS' INCOyE IS 
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REDUCED THOSE THAT SUPPLY THE FARM NEEDS AND THOSE FROM WHOf^ 
THE FARMER PURCHASES COMSUMER AND RETAIL FOODS SUFFER, 

HOWEVER, ACCORD I NQ TO AN ARTICLE IN THE ECONOMIC REVIEW, 
ENTITLED "A CHANQINQ RURAL AMERICA", "THE FARM FINANCIAL 
STRESS IS THE MOST WIDELY KNOWN REASON FOR RURAL ECONOMIC 
PROBLEMS,,.(IT IS) LEAVING A TRAIL OF SERIOUS MARKS ON THE 
RURAL ECONOMY 

AGRICLTURE IS DOMINATED BY THE LARQE AND SMALL PART-TIME 
FARMERS, BUT MOST RURAL COMMUNITIES ARE BUILT AROUND THE 
AVERAGE FAMILY FARMER, AQAIN, ACCORD I NQ TO THE ECONOMIC 
REVIEVJ ARTiaE, IN I98if, 70% OF THE FARMS IN THE UNITED STATES 
HAD SALES OF UNDER $it0,000-EARNINQ MORE INCOME OFF THE FARM 
THAN ON IT. THIS GROUP PRODUCED ONLY 15% OF OUR FARM 
PRODUCTS. BY CONTRAST, 30% OF THE FARM PRODUCTS WERE PRODUCED 
BY 1% OF THE FARMS WITH SALES OVER $500,000 PER FARM ANNUALLY, 

IN ILLINOIS THE STATISTICS DIFFER SLIGHTLY: 5if% OF THE FARMS 
HAVE SALES OF LESS THAN $it0,000; WHAT IS REFERRRED TO AS THE 
AVERAGE FAMILY FARMER COMPRISES k5% OF FARM SALES IN ILLINOIS; 
AND AS WITH THE NATIONAL AVERAGE, ONLY 1% OF OUR FARMS HAVE 
SALES OVER $500,000, 

INDIVIDUALS AND FAf^lLIES ARE NOT JUST LOSING THEIR JOBS, THEY 
ARE LOSING A WAY OF LIFE AND THOSE INDUSTRIES AND INDIVIDUALS 
DEPENDENT UPON FAMILY FARMERS ARE LOSING ALSO, IT IS A 
NEGATIVE SPIRAL. IT BEHOOVES THIS CONGRESS TO EASE THE 
TRANSITION IN THIS EVaUTION IN RURAL ECONOMY TO PROMOTE 
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ECONOMIC WELL BEIN6--N0T JUST THROUGH THE FOOD SECURITY ACT 
BUT BY PROVIDING KNOWLEDGE OF m ACCESS TO EXISTING PROGRAMS 
IN OTHER AGENCIES SUCH AS THE SMALL BUSINESS ADMINISTRATION 
m COMMERCE DEPARTMENT TO HELP RURAL AMERICANS BECOME 
ENTREPREUNUERS, FIND JOBS, AND ENTER THE EVER GROWING SERVICE 
INDUSTRIES. 
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STATEKENT BY SENATOR ALPOKSE H- D'AMATO 
SENATE aDfOaiTEB ON SMALL BUSINESS 
MARCH 5, 1987 

CHAIRMAN, 1 WELCOME OUR DISTINGUISHED PANEL OF 
WITNESSES a J THE SMALL BUSINESS COI^ITTEE THIS WORNINS TO 
SHARE WITH US THEIR VIEWS REGARDING NEW PERSPECTIVES ON THE 
RURAL ECONOMY. I ESPECIALLY WANT TO WELCOME NEW YORK STATE 
SENATOR CHARLES D. COOK WHO SERVES AS CHAIRMAN OF THi 
LEGISLATIVE COMMISSION ON THE DEVELOPMENT OF RURAL RESOURCES. 

TOO OFTEN MAl^y OF US EQUATE "RURAL" WITH " AG R I CULTURAL" 
AREAS. PERHAPS AT ONE TIME THIS WAS CORRECT. HOWEVER^ TODAY 
THERE IS A DRAMATIC CHANGE IN RURAL DEMOGRAPHY. REPLACING ACRES 
OF FARMLAND ARE NEW OFFICE BUILDINGS PROVIDING LOW-COST OFFICE 
SPACE FOR THE URBAN CORPORATE CENTER'S BACK-OFFICE OPERATIONS. 
REPLACING THE FARMHOUSE ARE RUSTIC BED AND BREAKFASTS PROVIDING 
A COUNTRYSIDE ESCAPE FROM THE BIG CITY. IN GROWING PROPORTIONS 
RETIREMENT-AGE Pe'rSONS ARE SEEKING THE TRANQUILTY OF RURAL 
AREAS FOR A MORE PEACEFUL EXISTENCE. 

HOWEVER, THESE CHANGES HAVE CAUSED SERIOUS PROBLEMS, 
FOREMOST AMONG THESE IS THE ECONOMIC .PERFORMANCE OF RURAL 
AMERICA WHICH HAS NOT KEPT PACE WITH ADVANCES IN THE URBAN 
ECONOMY. A FEW FACTS ILLUSTRATE THIS POINT: ALTHOUGH RURAL 
AMERICA ACCOUNTS FOR 25% OF THE NATION •S POPULATION, IT HAS: 

o ONLY 20% OF U.S. PERSONAL INCOME; 

o MORE THAN 40% OF THE NATION'S ELDERLY; 
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38% OF THE NATION ♦S POOR; 
O 67t OF SUBSTANDARD HOUSING; AND 

0 UNEMPLOYMENT EXCEEDING TWICE THE NATIONAL AVFR«GE. 

SMALL BUSINESSES KILL PLAY A VITAL PART IN THE IMPP0\T:MENT 
OF RURAL AMERICA. ACCOUNTING FOR 4 8^ OF OUR GNP AND 80% OF ALL 
NEW JOBS AS THEY DO, WE MUST ENCOUf^GE THE ENTREPRENEURIAL 
SPIRIT IN THESE AREAS. 

1 LOOK FORWARD TO THIS MORNING'S TESTIMONY AND HOPE THAT 
THE OPIWIONS SHAPXD KILL PROVIDE US GUIDANCE IN CRAFTING AN 
APPROPRIATE LEGISLATIVE RESPONSE TO THESE PROBLEMS. 

THANK YOU, MR. CHAIRMAN. 
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Senator Baucus. Our first witness is Mr. Frank Swain, who is 
the Chief Counsel for the Office of Advocacy of the SBA. 
Mr. Swain, please proceed. 

STATEMENT OF FRANK S. SWAIN, CHIEF COUNSEL FOR ADVOCA- 
CY, U.S. SMALL BUSINESS ADMINISTRATION, WASHINGTON, DC 
Mr. Swain. Chairman Baucus, Senator Dixon, thank you very 
much for the invitation to appear at these hearings. It is indeed an 
honor to appear and to lead off the hearings. I am not sure that we 
are the national experts on rural economic development, but we do 
appear here m the hopes that we can provide some information 
tha*, will help the Subcommittee set a context for both the hearing 
today and hearings to come. 

We do believe that the issue of development and diversification 
ot the rural economy is a particularly important issue. I might add 
that masmuch as it has been announced that the new Administra- 
tor for the SBA being proposed for confirmation is Senator Abdnor 
from South Dakota, and I am certain that he will have no less and 
m fact a peater interest in that particular subject and will do ev- 
erythmg he can to make sure that the SBA programs are fully and 
appropriately utilized. 

I would like to suggest basically a factual context for the hear- 
ings m the sense that we have taken a look at where the jobs are 
coming from in rural areas, where they are coming from from the 
small busing perspective. With the permission of the subcommit- 
tee, 1 would like to, rather than going over the statement verbatim 
to simply summarize some of the key points. 
Senator Baucus. You are encouraged to do so. 
Mr.^SviTAiN. First of all, as the chart indicates, the last eight 
years have seen a significantly expanding economy in this country. 
1 he population has expanded somewhat. The employment has ex- 
panded considerably, the brown bar being the total employment at 
ly percent. 
[Charts are shown.] 

Mr. Swain. However, if you take out Government and you take 
out agricultural mdustries, the employment in the rest of the econ- 
omy indeed has expanded nearly 25 percent in the last several 
years. 

On the other hand, of particular note to the rural situation is the 
tact that both the number of farm proprietors and the amount of 
tarm employment has decreased considerably. So clearly, as your 
opening statement so clearly put it, the rural economy is in diffi- 
cult shape and small business development has probably spent a 
good deal of effort in cushioning some of the blows that might have 
even been worse except for some prolific small business iob genera- 
tion m the rural areas. 

One of the things that is interesting to note is that from the per- 
spective of the small and large business, the rural areas of this 
country are not that much different than the urban areas. In fact, 
there has been significant growth. However, the growth in the 
rural areas has not been small business growth. The growth in the 
rural areas has been medium- and large-sized business growth. 
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Small businesses have really grown in the cities, and that growth 
has been particularly in services and in retailing. 

As you can see, there is a 35 percent increase on small business 
employment in the metropolitan areas. But in the nonmetropolitan 
areas which, just for purposes of statistics, we roll together the 
Census definitions of "rural" and "nonmetropolitan,** the small 
business growth has only been 18.2 percent on their employment 
base. 

As you can see, the medium-sized business growth and the large 
business growth has been considerably healthier in rural areas 
than the small business growth. On the other hand, the small busi- 
ness growth in urban areas has been considerably healthier than in 
rural areas. 

Our final chart is here to give you an idea as to where the actual 
jobs are coming from in rural areas. The larcest number of jobs in 
rural areas that are being generated are in the services' businesses. 
Just as the rest of the economy is moving from a goods-producing 
base to a service-base, that is no less so in the rural economy. 

Over a million jobs in the last eight years were generated by 
service businesses in the rural economy— about half by large busi- 
ness, about half by medium- and small-sized business. A number of 
those jobs, though, are in the health services field and in the edu- 
cational services field in the rural areas. In urban areas, the big 
growth in service comes from business services, things like person- 
nel services, computer software, and so on. 

So it is clear that although there is a lot of services growth in 
the rural areas, it does have to do with some particularities of the 
population— certainly the fact that it is generally an aging popula- 
tion perhaps in greater need of health services is stimulatmg the 
growth of health services. The same can be said for educational 
services. 

On the other hand, in trying to look for some good news or some 
interesting developments, we do see that in manufacturing the 
businesses that are growing in rural areas are small manufactur- 
ers, much more so than large manufat.turers. We find this to be 
true probably because small manufacturers have been able to find 
markets outside of those immediate rural areas, and in effect 
export their products to urban markets, or occasionally overseas. 
But I am using "export" in the generic term, that if you have a 
small plant in a rural county in the middle of some State, they are 
certainly probably exporting their product to the largest city areas. 

I think lhat it is interesting that small firms seem to be develop- 
ing more along these lines than large firms. That is very much at 
odds to some degree with the national trend. 

Finally, the retail sector. You can see that there has been tre- 
mendous growth in large firms in the retail sector, but «lmost no 
growth in small finns. Again, we attribute this m9re to changing 
consumer patterns than anything else, that the chain stores are in- 
evitably taking over and being sought after by consumer choice, 
that the local mom and pop stores, the locally owned department 
store, is really not a growing entity at all. ^ . 

However, the chain store, the discount store that is located m the 
mall perhaps in a suburban area or outside a medium-sized town. 
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seems to be the place where the consumers are more interested in 
gomg and shoppmg and those stores are certainly expanding 

The small, locally owned store trades only on local consumer 
busmess is really not growmg at all. So from the small business 
perspective there is a lot of growth in the service areas, although 
there is going tc be a lot of competition with big business. There is 
lt % ^" manufacturing, but not much growth in retailing 

To try to sum up, we feel that generally speaking small business- 
es have not been as significant in rural areas as they have been in 
^LfS k"^- We think there is a lot of room for improvement, 
bmall busmesses have created about two out of three new jobs in 
this country, but that is not true out in the country. Mayfe they 
have created half of the new jobs out in the country. ^ 
♦^"^ ?^^^ ^ eoing again, obviously we have got 

to get the small busmess job generation process heated up stronger 
than It IS njght now in rural areas. * 

We mention just three general policy points: 

First of all, I think we need to help rural areas buUd on their 
comparative advantages. This will require creating new links be- 
tween rural resources and manufacturing and service economies. 
r.l^,u already occurring to some degree. We have several exam- 
ples that we hst in our statement. I should say that that is really 
onhr the tip of the iceberg. We just made literally two or three calls 
and got a half-dozen examples of things that were going on stimu- 
lated by loc^ Small Busmess Administration offices, local State de- 
partments of commerce and econouic development, local universi- 
ties and small busmess development centers. There is generally 
veretficati^n™ ™^ ^'"^^ ^""^^^ ^^^r economic di- 

tutl^""^ issue I believe is that we need to examine whether 
there are policies that prevent rural firms from fully participating 
in the growing service sector. Deregulation was mentioned. I thinf 
io^L has been a two^e^ed sword, quite possibly tn the 

sense that transportation deregulation has had Bomehxslized un- 
wl^kifJ^^ some areas. On the other hand, the growth in 
home-based business^ and the deregulation of telecommunications 
o^of^w ^ fJ^'^f^. busmesses opportunities to locate in rural 
areas that would not have been true several years ago 

"^^f ^ increasing cost of liabUity insurance or 
whether States are makmg it too expensive to hire workers 
through the current trend towards mandating broader employee 
benefits I thmk tend to be factors that this Subcommittee should 
taKe a look at, as well. 

Finally, we believe that we need to reconsider the ways in which 
we utUize existing Federal resources devoted to the rural economy 
trovemment policy must be flexible enough to allow incentives to 
develop alternative enterprises in the rural economy. Simply 
stated, we pour a lot of Fe<feral money into the rural economy for a 
variety of purposes. I do not come here as any expert on farm 
policy or programs at all. f 

I think it is an interesting question as to whether those monies 
that go into the niral economy are simply used to in -ffect resusci- 
tate the farm industry which is on definitely hard vimes or how 
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much those monies can be rechanneled to stimulate new businesses 
ttiat might grow where the farms are not growing now. I think 
that is an important question. 
[The prepared statement of Mr. Swain follows:] 
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rurir:c%"^:iy!'°^i=j!: th'^re'ar^rrnv ^-""^-"-n of the 



22 



Mr. Chairman. I appreciate the opportunity to join you 
today as you address issues facing America's rural communities. 

The agricultural and extractive industries generally are 
not healthy. Bankruptcies among businesses dependent upon the 
health of the farm, forestry, mining, and oil industries have 
increased. There is little doubt that the problems in these 
industries have had a severe impact on rural communities. 
However, the rural economy is not totally dependent on troubled 
industries. The service sector is expanding less quicKly than 
in metropolitan areas. Small manufacturers have used the 
inherent advantages of rural communities to expand. A healthy 
rural economy depends on cf.Jtinued diversification and 
government policies that encourage this diversification. 

Rural America. liKe small business, encompasses a diverse 
and dynamic collection of different communities. In the 
aggregate. 29.0 percent of the U.S. population and 25.5 percent 
of all jobs are found in the nonmetropolitan areas of the 
Nation. 
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Table 1 
Outlines of Rural AmeHrAn 





Total 


Metro 


Nonrrietro 


Completely 
Rural 


Population, 1980 


226.546 


163,526 


63,020 


2,737 


Labor Force, 1980 


106,085 


78,797 


27,287 


1,111 


Bnployment, 1980 


97,639 


72,682 


24,958 


1,023 


Enployment in 
primary industries 
(Agriculture, Forestry, 
fishing, iiiining), 1980 


3,942 


1,518 


^,424 


136 



Note: All numbers are in thousands. 
Source: Census of Population, 1980 
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The Shap^ of the Rural Economy: 1984 

Manufacturing and retail trade employment provide a greater 
share of jobs in rural rather than urban areas. Manuf actur ini, 
(32.9 percent), retail trades (21.2 percent), and services 
(20.8 percent) are the largest employers in ru.-^i areas 
(Table 2). 



Table 2 



Distribution of Nondgricultural Esnployment 






Anong Industries, 


1984 






All Areas 


Hetro 


Normetro 


Agriculture 


1.0 


1.0 


2.2 


Hining 


1.5 


1.5 


3.5 


Construction 


5.6 


5.6 


5.0 


Hanufacturing 


26.3 


26.3 


32.9 


Transportation 


7.0 


7.0 


5. 
5.7 


Wholesale 


6.9 


6.9 


Rccail 


18.3 


18.3 


21.2 


Finance 


7.2 


7.2 


3.1 


Services 


26.2 


26.2 


20.8 


Total 


100.0 


100.0 


100.0 



Source: Small Business Data Base; U.S. Small Business 
Administration. 

Note: This analysis is drawn fro« the Small Business Data Base 
(SBOe). The SBOB is based on records cowpi'.ed by the Dun and 
Bradstrtet Corporation (D&B) and enconpasses virtually all 
enployees in the nonfarm sectors of the econonv- 'tost I ired 
farm workers and farm family mewbers are not included in the 
toUls. Those wvloyees included in the -agricultural- 
category are primarily those working in large commercial 
farming businesses »<hich market their products under seme brand 
n«ne. These larger agricultural enterprises mp^oy 859,000 of 
the 3.8 million agricultural enployee^ reported by the Bureau 
of Economic Analysis for 1984. In addition to the eirployees 
identified here, there are 2.6 million farm proprietors. The 
terms "rural" and" norwetropolitan" areas, as well a$ "urban" 
and "metropoliUn" areas are used interchangeably. These terns 
were defined by the Office of Management and Budget in 1980. 
Of the 3,141 counties in the U.S., 725 were classified as 
metropolitan and 2,416 were identified as nonmetropolitan; 790 
of the norwetro counties are designated "completely rural." 
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Small buBineBses. thoBe with fewer than 100 employees, 
provide 42.4 percent of all jobs in rural areas (Table 3). m 
effect, small firms are more significant, in terms of 
employment, to rural areas than to urban areas. 

Small and medium size firms provide more than half (S7.6 
percent) of the jobs in rural America. 



Table 3 

Distribution of NofKigricuUural Enployrcnt 
by Size of Firm, 1984 





All Areas 


Metropolitan 


Konmetrooolitan 


Snun 


39.0 


38.1 


42.4 


flediun 


13.9 


13.7 


1S.0 


Urge 


47.1 


48.2 


42.6 


Total 


100.0 


100.0 


100.0 



Note: Small firms have fewer than 100 enployees, mediun finns 
between 100 and 499 employees, and large firms have 500 or more 
employees. 

Source: Small Business Data Base; U.S. Small Business 
Adninistration. 

Job Gr owth in Rural America: 1976-1984 

The number of nonagr icultural jobs increased at a slower 
rate between 1976 and 1S34 in rural areas than in iban areas 
Employment expanded by 21.0 percent in nonmetropolitan areas 
compared to the 25.7 percent growth in metropolitan counties 
(Table 4). 
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Table 4 

Honagricultural Jobs 4 Job Growlh, 1976-1984 



Nunt>er 
of 
Counties 



Employment 
(thousand) 



1976 



1984 



Difference 



Percent Change 



Total 



3,141 



68,347 



85,3S6 



17,009 



Metropolitan 



7Z5 



56,226 



70.693 



14,467 



25.7 



acrwetropoliUn 2.416 12,122 14.664 2,542 21.0 

Note: Small firms have fewer than 100 enployecs, nedium firtns betiieen 100 and 
499 employees, and large firms have 500 or more arployees. 

Source: Small Business DataBase; U.S. &aall Business Administration. 

The 21.0 percent growth in all nonmetropolitan counties 
masks a phenomenon that is important to this committee. Some 
of these nonmetropolitan counties are defined to be "completely 
rural," they contain no place with more than 2.500 people; 
there are 790 such counties. The 26.0 percent rate of job 
growth in these completely rural counties was the most rapid, 
of any geographic area from 1976 to 1984. 

In a market economy, jobs exist in order to produce goods 
and services. Differences in the distribution of jobs and the 
patterns of job growth are bound up in the underlying economics 
of product and service markets. 
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Nationwide, between 1976 and 1984, 17.0 million jobs were 
added t* the l.bor force; this constituted an increase of 24.9 
percent. How this job growth was distributed between different 
industries, places, and size classes reveals some interesting 
differences. 

In general, employment increased faster in me*. :cpol itan 
areas and in small businesses. Small firms grew 'aster (31.9 
percent) than medium (23.4) and large (20.0) firms (Table 5). 
This pattern is dominated by the expansion of small firms 

Table S 

Ch<in9es in Morxgri cultural Employment. 1976-1984 
(Percentage) 

Areas 





U.S. 


Hetropol i tan 


Honmetrooolitan 


Small Business 


31.9 


35.6 


18.2 


Hedium Business 


23.4 


22.8 


26.2 


Large Business 


20.0 


19.7 


22.1 


Total 


24.9 


25.7 


21.0 



Kote: Snail firms have fewer than 100 employees, medium firms 
between 100 and 499 ei;4)1oyees, and Urpe firms have 500 or more 
«p1 oyees. 

Source: Small Business Data Base; U.S. Snail Business 
Adninistration. 
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in urban areas. In nonmetropolitan areas medium sized 
businesses led the growth rate# but large firms added the 
greatest number of actual new jobs.^ 

Across the economy, manufacturing employment rose by 5.1 
percent (Table 6). The decline of large metrOkOlitan factories 
has been well publicized. Less obvious has been the expansion 
of small manufacturing firms. Jobs in small rural 
manufacturing businesses expanded by 21.0 percent. 

Nationally, the number of retail trade jobs grew 16.6 
percent between 1976 and 1984. Employmt t in small retail 
businesses grew more slowly than employment in the industry as 



^If only "small" and "large" firms were identified, using 
a 500 employee bouroary, job growth in rural areas would be led 
by "small" business. 



Share of Effploynent Growth 1976-1984 



Finns With 



Fewer Than 
SOO Employees 



Hore Than 
500 EiRp1c>yees 



ToUl 



Rural 
Urban 
Total 



36.2 
61.3 
60.5 



43.8 
38.7 
39.5 



100.0 
100.0 
100.0 
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a whole, and in rural areas, small retailers showed almost no 
growths The restructuring of the retail trade industries are 
evident as large and medium size retail outlets are displacing 
the tra itional small neighborhood stores in both urban and 
rural areas. Large retailers in rural areas grew most rapidly, 
and medium-sized retail firms expanded at a race more than 
twice the national average. 



Table 6 

NonagncuUu'-al Enploymenl Changes 1976-1984 

(Percentage Changes) Narter of 

Total Hetropolitan Hontnetropolitan Horenetro. Jobs 



Hanufacturin^ (U.S.. 5. IX) 
Sman 
Hedium 
Large 

Retail Trade (U.S.. 16. 6X) 

Hediun 
Large 

Services (U.S.. S8.2X) 

Hediun 
Large 



28.2 
2.6 
-.9 



9.1 
26.7 
26.5 



67.1 
48. S 
S6.1 



29.8 
1.8 
-1.9 



12.3 
24.4 
21.3 



69.8 
47,4 
53.1 



21.0 
5.4 
2.4 



.4 
39.4 
71.6 



53.4 
53.4 
89.3 



149,526 
36,153 
76,708 



8,722 
73,626 
334,251 



404,160 
290,394 
491,332 



Note: Small firrn^ have fewer than 100 employees, mediun firms between 100 and 499 eoployees, 
and Urge firms have 500 or tnore enployees. 

Source: Small Business Data Base; U.S. Snull 8usiness Adbmistraticn. 
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Total service industry jobs increased by b8.2 percent 
between 1976 and 1984. The small firm work force grew faster 
than the number of workers in either large or mediuns sized 
firms. In metropolitan areas* small firms with 1-19 employees 
dominated growth with expansion rates of more than 75 percent. 
In rural areas, large service firms expanded service employment 
much more rapidly than small or medium-sized firms. 

To promote diversification in rural economies there are at 
least three areas that I believe ought to be considered: 

1. We need to help rural areas build on their comparative 
advantages. This will require creating new links between rural 
resources and manufacturing and service economies. This is 
already occurring as state, local and federal governments focus 
on the problem. A few examples are: 



Last weekend in Kirksville. Missouri, the SBA-funded 
Small Business Development Center sponsored a 
conference on "Agricultural Diversification." 
Attended by 450 people, the conference consisted of 26 
workshops covering a wide range of finance, management 
and marketing topics. 
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A $47,500 grant to a Butte, Montana company under the 
Small Business Innovation Research program is 
exploring ways to produce biological pesticides at 
xower cost to counteract the gypsy moth. This 
contract may lead to commercial production of a mold 
known to combat a serious defoliant. 

This coming Sunday, in Miles City, Montana, the Small 
Business Administration and the community college are 
cosponsoring a workshop on home^based businesses. On 
May 1, 1987, a regional conference on home-based 
businesses will be held in Missoula. Montana. 

In Dodge City, Kansas, the Sntall Business 
Administration, the Department of Commerce, and tho 
local university soon will hold a conference on 
international marketing. 

2., We need to examine whether there are policies that 
prevent rural firms from fully participating in the growing 
service sector. Vhese policies exist at the state« local and 
national level. For example:- 

Technologica 1 and regulatory changes in the 
telecommunications industry have dramatically reduced 
the costs of communications with distant markets. 
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permitting growth of information intensive industries 
such as publishing and data processing in rural 
areas. The tradeoff has been that prices for loral 
services more closely reflect the cost of providing 
that service. 

3. He need to reconsider the ways in which we utilize 
existing Federal resources devoted to the rural economy. 
Government policy must be flexible enough to allow incentives 
to develop alternative enterprises in the rural economy. 

To remain competitive in the global economy, both rural and 
metropolitan economies must be competitive. Federal policies 
must promote flexibility and allow enterprises in rural and 
metropolitan America respond more efficiently to changing 
national and global markets. 

A number of points should be highlighted. Rural America 
must diversify its economy. The rural economies must use their 
strength in the agricultural and extractive industries to 
further develop growth in the manufacturing sector. In turn, 
this internal grC/Wth will provide the base on which to build an 
expanding service sactor which will further enhance and 
diversify the rural economy. Government policies must 
encourage this growth. 
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Questions and answers, Senator Press ler to Mr. Swair 



1. THERE HAS BEEN A GREAT DEAL OF PRESS ATTENTION ON THE 
AGRICULTURAL ECONOMY. JN YOUR VIEW DO YOU FEEL THAT TMT 
PRESS HAS DEPICTED THE PROBLEM AS IT REALLY IS? IF NOT 
WHY NOT? 

To • le irxient- tha^ the pieSs has reported on the difficulties 
lac 3 by rural econoaieg and coaaunities dependent on farming, 
ranching, logging, aining. and oil drilling, the report^ have 
been accurate. However, the press has not told the entire 
story. As I mentioned in »y testimony, xlj rural economy is 
very diverse and sone sectors such as the service aif^ 
•anufacturing industries are expanding. Cowiunities dependent 
on these expanding sectors axe not in serious difficulty. The 
failure to report on the diversity and growth say give a 
distorted view of the entire rural economy. 

JX> YOU FEEL THE PRESS ATTENTION HAS HELPED AMERICANS LIVING 

OP rm\iTVKriaH?^^ "^^ better understand the drastic mature 



I believe that any reporting on the rural economy is valuabl 
in assisting ABericans living in urban areas to understand th 
probleas of the rural economy. 



e 

the 



2. MANY SMALL BUSINESS OWNERS IN THE SMALLER COMMUNITIES OF 
SOUTH DAKOTA HAVE INDICATED TO ME THAT THEIR SALES HERE 
DOWN 40 TO 50 PERCENT. BASED ON YOUR KNOWLEDGE OF THIS 
SITUATION, WOULD YOU SAY THAT ALL RURAL AREAS OF THE 
COUNTRY HAVE BEEN EFFECTED IN A SIMILAR FASHION? 

No. Many rural areas, particularly those in the Plains states, 
•re experiencing an economic downswing. In other rural ar«as 
where the economy is not based solely on agriculture or .ining, 
the economy has not been affected in the saae way. ror 
exaaple. in Maine, business failures declined 23 percsnt in 
1985 with an additional decline of 27 percent in 1986. This 
contrasts with Oklahoma. Texas. Missouri, and South Dakota 
whose business failures increased in 1986. A chart of business 
starts and failures is attached and provides a state-by-siate 
breakdown. 
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3. If THE AGRICULTURAL ECONOMY REMAINS PRETTY MUCH AS IS. WILL 
THE LOSS OK MAIN STREET BUSINESSES CONTINUE AT THE CURRENT 



To be Burfi. a depressed agricultural ecoiiomy would adversely 
affect aain street Lusinesses iii agi iculturally dej^endeni 
comrounit les . Siioilaily. i»{*rovererits in the agricultural 
economy would inprove the econoaic outlook for main street 
busine&ses in those coaouni - iec . There Is no discernible trend 
in the business failure statistics for states with large 
agricultural sectors. Business failures declined in 198fe 
inLone states with large far» sectors such as Iowa (-20. 2t) and 
Nebraska (-2S.3\). However, business failures Increased in 
other states with large farw sectors such as Minnesota (♦25.31) 
and Missouri (4.29. 9t). In otber states with large far» 
sectors, such as Wisconsin (1984 to 1985 +39. 7\. 1985 to 1986 
♦ 9.71) and Kansas (1984 to 1985 ♦121.21. 1985 to 1986 ♦5.61). 
the nuaber of failures increased but the rate decreased. 
States with large farm and natural resource extraction sectors 
continued to show large increases in business failures. Statei 
in thijv category include Texas {♦55 . 91) . Idaho (^53 .21) . and 
OKlahond (♦174.91). 

As rural economies diversify, the aain street of »any towns can 
be expected to revive. 

4 WON'T THE DEPRESSED ECONOMY IN SMALL BURAL COMMUNITIES SOON 
BEGIN TO AFFECT LARGER COMMUNITIES AND EVENTUALLY THE 
ENTIRE RURAL ECONOMY? IF YES. HOW LONG WILL IT BE BEFORE 
THIS CHAIN REACTION TAKES PLACK7 

Larger rural coanunities and the entire rural economy will f«el 
the effect of depressed rural economies to the extent that 
larger coBiounities and the rural econouy as a whole depend upon 
the be.:lth of the agriculture and extractive industries. 
However, the continuing diversification of the rural economy 
should reduce the dependence of rural communities on 
agricuUuTe and extractive industries. In turn, this will 
lessen the adverse effects of depressed industries on tbe rural 



5. I KNOW THAT ENTERPRISE ZONES ARE ADMINISTERED BY HUD. BUT 
HAVE YOU HAD THE CHANCE TO STUDY THIS CONCEPT W ALL? IF 
YES. MANY STATES HAVE SUCCESSFULLY EMPLOYED THE EWTERPRlSE 
ZONE CONCEPT. THE ZONES HAVE ' PROVED • HELPFUL IN 
REVITALIZING MANY OF THIS NATION'S INNER CITIES. DO YOU 
BELIEVE THEY COULD PROVE EQUALLY VALUABLE TO BURAL 
COMMUNITIES? 



PACfc? 
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Enteipiise zones do not cuiienily exi&i at the ftdciAl level. 
Despite continuous Ad:oinistration proposals. Congrtst bas not 
acted on this legislation. Most enterprise zone proposals tiove 
provided for soioe portion of the enterprise zone benefits to be 
held separate for rural areas . We have studied the concept . 
Two reports have betn completed for ub: "Business Impacts of 
En'.erprise Zones'* by Canbridge Systenatics and "iBi.aci of 
Enterprise Zone Tax Incentives on Selected Small Business* by 
Coopeis & Lybraod. In the absence of Congressional action, 
■any states have gone ahead with their own state specific 
proposals. 

The prlaary benefit of tbe enterprise zone designation under 
Bost state scheees and the proposed Federal law is a tax 
credit, deduction, or deferral. This benefit is useful to 
individual firas if they bave taxable income. These benefits 
do not create demand for products, or by themselves, provide 
financing for diversification. As a part of broader efforts, 
however, tbe concept may well be useful to rural areas. 

6. IN CONVERSATIONS I HAVE HAD WITH SMALL BUSINESS OWNERS IN 
SOUTH DAKOTA. SEVERAL SAID THEY HAD EXPERIENCED LARGE 
LOSSES DUE TO FARMERS FILING BANKRUPTCY. IN YOUR VIEW. IS 
THIS A NATIONWIDE PROBLEM? 

Problems related to farm bankruptcies have been severe enough 
to cause losses for tome email businesses. The business 
failure information provided in response to question 2, while 
not identical to bankruptcies, does illustrate the problem 
since this covers nonfarm businesses. Moreover, the recent 
addition of Chapter 12 to th^ bankruptcy code may partially 
minimize problems felt by nonfarm businesses insofar as Chapter 
12*£ provisions permit family farms to continue in operation. 
The affects of farm bankruptcies on nonfarm businesses, while 
significant in sone areas, does not appear to be a nationwide 
probl em. 

DOES THIS PROBLEM AFFECT A SIGNIFICANT NUMBER OF SMALL 
BUSINESSES? 

Many small businesses in regione-^xperiencing significant 
numbers of farm bankruptcy filijigs ^p^adversely affected. The 
extent of the harm to these small businesses, absent the filing 
of bankruptcy by these businesses, has not oeen measured. 

IS THIS TREND INCREASING? 

Rscent data, as evidenced by the decline in bjfv*^t4«-i 
would suggest that the troubles of small businesses 
agriculturally dominated counties are on the decline. 

72-337 87 
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7. IF YOU HAD ONLY ONE CHOICE. WHAT WOULD BE THE $IMGLE BEST 
THING THE SBh OK ANY OTHER GOVERNMENTAL AGENCY COULI» DO TO 
AID SMALL BUSINESSES AND COMMUNITIES THAT HAVE \jZEM HAD HJT 
BY THE FARM PROBLEM? 

The SBA Should cooiinu^ itg efforts at helping f ar»-depeiident 
communities diversity their econony . On a larger scal^. 
increasing the coopetitiveness of American industry and 
reductions of the federal budget deficit would lead to a 
continued expansion of the ecooooy which wculd help all sectors 
of the economy including those dependent on agriculture. 
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Senator Baucus. Thank you very much. 

We are joined this morning by Senator Boren of Oklahoma who 
has a statement to make. 

STATEMENT OF HON. DAVID L. BOREN, A U.S. SENATOR FROM 
THE STATE OF OKLAHOMA 

Senator Boren. Thank you very much, Mr. Chairman. 

I am very interested in the remarks just made by Mr. Swain, and 
I apologize. I have to go now and testify on a bill which I am the 
principal sponsor of, S. 2, over in the Rules Committee. I hope to be 
able to return and hear the rest of the testimony by the excellent 
panels you have put together. 

I want to commend you for scheduling these hearings, and I 
think they really will give us some insights and some improved 
perspective on the rural economy. As we all know, we have a prob- 
lem. We have roughly 25 percent of the population with only 20 
percent of the income. That translates in other figures in termj of 
38 percent of the poverty, and 40 percent of them elderly citizens, 
bo we do have a severe problem, and I commend you for holding 
these hearings. 

I hope I can rejoin you, and I would like to submit a statement 
for the record. 
Senator Baucus. Without objection. 
Thank you very much. Senator. 
[The prepared statement of Senator Boren follows:] 
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STATEMENT CF SENATOR BOREN 



Mr. Chairman: 

I want to thank you for calling this hearing on "New 
Perspectives on the Rural Econojitf". The statQ of our rural 
economy hab been overlooked oy raany of our national leaoers of 
late. I firmly oelieve that s great portion of the blame for cur 
depressed rural economy lies in our failed farm policies. I would 
like to submit for the record a very specific ana detailed speech 
on our agriculture policy I Mace on tne occasioi of our most 
recent "National Agriculture Day". While that speech was given in 
1986 the situation has not changed - m fact it has worsened. 

However, tnere is an additional emerging problem with our 
rural econoray. We are oegmning to see a shift from rural 
dependence on farming to other, and m some cases related 
inaustries. There 1^ no douot that the economic performance of 
rural Ajnerica nas not kept pace v;itn aovances m tne urban 
economy. A3 a result the stanaard of living in rural America is 
fallint; behind that of our more urban areas. As nas '"■een pointed 
out before, and will no aoubt be Qiscussed throughout today^s 
hearin^^s, with only 251 of tne popul^itiQTV fural An^erica has over 
nofj of our nation's eloerly, only 20% of tne net perirenal mcor.ie, 
and over of our nation's poor. 

If we continue on witn our past policies ^r . Chairman, tne 
future doebn't loolc promising. In Oklaho«ia cJjlOi.c ou^m^ tne past 
2 years over 36 banks have f^.'^d. Over 707; of those uan.<s can be 
clasbifiea as rural institution^. jIo one can oer.y t.nat tho:>e 
failures are a direct result of a faru policy ,,one ai^tray. 
Acriculcure and our rural econor.j. are inextricably Ixn/xo. 
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nust then find sorneway to play to the ^tren^ths of the oas:c 
structure of our r^ral econory. We nu^L fine soneway to diversify 
our rural econony by expanding, upon tne natural foundation t'.at 
agriculture prov.dei. If we cai accoi.'pliGh that r.r. C.:air,.3n, .n;- 
I t'r^nk we can, the. we wiil nave ,one a lone way towards solv.r- 
the chronic economic problems plaouin^ rural A.ierica as well as 
bringing; much needed stability and growth to our national econony. 

I would also like to include in the record some comments which 
I made in regard to agricultural and rural policies on National 
Agriculture Day last year. 
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NATIONAL AGRICULTURE DAY 

MR. BOREN. 

MR. PRESIDENT, YESTERDAY WAS NATIONAL AGRICULTURE 
DAY, A DAY OFFICIALLY RECOGNIZED BY THE PRESIDENT AND T:IE 
CONGRESS AS A DAY OF "OBSERVANCE AND CELEBRATION" OF 
AMERICAN AGRICULTURE. 

MR. PRESIDENT, ON THIS, THE SIXTH NATIONAL 
AGRICULTURE DAY, I "OBSERVE" THAT THERE IS VERY LITTLE TO 
"CELEBRATE." 

AGRICULTURE IS IN THE WORST CRISIS SINCE THE GREAT 
DEPRESSION OF THE THIRTIES. IN SOME WAYS, CONDITIONS ARE 
WORSE. JUST 35 YEARS AGO, NET FARM INCOME FOR ONE YEAR 
WOULD HAVE MORE THAN PAID OFF TOTAL FARM DEBT. THIS PAST 
YEAR THE DEBT \nS OVER SIXTEEN TIMES AS MUCH AS ANNUAL 
INCOME. IN 1950, NET FARM INCOME WAS $19 BILLION AND 
TOTAL FARM DEBT WAS $12.5 BILLION. IN I983, NET FARM 
INCOME HAD FALLEN TO $5.^ BILLION WHILE TOTAL FARM DEBT 
HAD SKYROCKETED TO $216.3 BILLION. THIS PAST YEAR, NET 
FARM INCOME FELL 20 PERCENT. I986 NET FARM INCOME IS 
EXPECTED TO BE 33 PERCENT LOWER THAN NET FARM INCOME FOR 
1981. FOR THE PAST SIX YEARS, AMERICAN FARMERS HAVE HAD 
VERY LITTLE CASH INCOME WITH \/HICH TO ATTEMPT TO SERVICE A 
HUGE DEBT. AT THE SAME TIME, THE FARMER^S ABILITY TO 
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BORROW IS DECLINING BECAUSE SO ?1ANY FAHMS ARE BEING FORCED 
ONTO THE ?1ARKET. 

THE VALUE OF AGRICULTURAL LAND HAS FALLEN 38 PERCENT 
IN THE LAST FOUR YEARS. IT IS IMPORTANT TO NOTE THAT THIS 
PERCENTAGE DECLINE NECESSARILY INCLUDES LAND NEAR URBAN 
AREAS WHICH ARE BEING CONVERTED FROM FARMLAND TO LAND FOR 
OTHER USES, SUCH AS APARTMENTS AND SHOPPING CENTERS. THE 
INCLUSION OF THIS LAND IN THE ESTIMATE, THOUGH 
UNAVOIDABLE, BLANKETS THE FACT THAT IN MANY COUNTIES, 
DEPENDENT TOTALLY I PON AGRICULTURE, LAND VALUES HAVE 
FALLEN OVER 50 PERCENT IN THE PAST COUPLE OF YEARS. AS 
LAND VALUES HAVE FALLEN, MORE AND l-IORE FARMERS FIND THEIR 
EQUITY ERODED TO UNACCEPTABLE LEVELS. IN THE PAST FIVE 
YEARS, WE HAVE SEEN MORE THAN A 200 PERCENT INCREASE IN 
FARM BANKRUPTCIES AND FORCED LIQUIDATIONS. 

AS EQUITY HAS ERODED, MANY FARMERS WHO ARE COMPLETELY 
CURRENT ON THEIR DEBT PAYMENTS ARE BEING THREATENED WITH 
FORECLOSURE. I WOULD LIKE TO BE ABLE TO SAY THAT THIS IS 
NOT HAPPENING, THAT FARMERS V:* 0 ARE CURRENT WILL NOT BE 
FORECLOSED UPON. REGRETFULLY, I AM AWARE OF TWO CASES 
THIS PAST YEAR WHERE FARMERS WERE FORECLOSED ON EVEN 
THOUGH THEY WERE CURRENT ON THEIR PAYMENTS. MANY FARMERS' 
EQUITY HAS ERODED TO THE POINT OF BEING UNABLE TO SUPPORT 
THE AMOUNT OF DEBT OWED, DESPITE BEING CURRENT ON THEIR 
PAYMENTS. BEFORE A FARMER CAN BORROW MONEY, HE MUST 
SHOW THAT HE HAS SUFFICIENT COLLATERAL TO COVER THE AMOUNT 
OF THE LOAN. IN SOME AREAS OF THE COUNTRY, LAND VALUES 
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HAVE FALLEN SO DRASTICALLY THAT THE PRESENT VALUE OF THE 
LAND WILL NOT COVER THE CURRENT DEBT-LOAD, MUCH LESS COVER 
THE AMOUNT OF AN OPERATING LOAN NEEDED TO PUT IN THIS 
YEAR'S CROP, 

AT THE PRESENT TIME, IT APPEARS VERY LIKELY THAT WE 
HAVE YET TO REACH THE BOTTOM OF THE DECLINE IN LAND 
VALUES, THE FURTHER THE VAi UE DECLINES, THE MORE FARMERS, 
CURRENT ON DEBT PAYMENTS, THAT ENTER FORECLOSURE STATUS. 
THE MORE FARMERS THAT ARE FORECLOSED UPON, THE MORE LAND 
THAT GOES ON THE MARKET. MR. PRESIDENT, WE ARE AT THE 
EDGE OF A VICIOUS DOWNWARD SPIRAL WHICH THREATENS TO BRING 
DOWN THE ENTIRE ECONOMY OF THIS COUNTRY. 

THERE ARE MANY WHO CLAIM THAT WE ARE MERELY GETTING 
RID OF ''INEFFICIENT" FARMERS. I ASSURE YOU, WE GOT RID OF 
THE INEFFICIENT FARMERS YEARS AGO. THE FARMERS THAT ARE 
GOING OUT OF BUSINESS TODAY ARE FARMERS WHO HAVE BEEN 
SUCCESSFUL FOR TWENTY YEARS OR MORE. THE FARMERS THAT ARE 
BEING FORCED OUT OF FARMING TODAY, ARE FAMILY FARMERS, 
THOSE WHO GET UP AT U:00 IN THE MORNING DURING CALVING 
SEASON, THOSE WHO WORK UNTIL TWO OR THREE IN THE MORNING 
TO GET THEIR CROPS HARVESTED BEFORE RAIN. THESE ARE THE 
FARMERS THAT ARE GOING UNDER TODAY. 

TWENTY-NINE PERCENT OF ALL FARM DEBT, APPROXIMATELY 
$62 BILLION, IS OWED BY FARMERS WITH DEBT-TO- ASSET RATIOS 
OVER 70 PERCENT. THIRTY-THREE PERCENT OF ALL FARM DLBT, 
APPROXIMATELY $71 BILLION, IS OWED BY FARMERS WITH 
DEBT-TO-ASSET RATIOS OF UO-70 PERCENT. 
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TWENTY PERCENT OF ALL FARMS, 129,000 FARMS, SHOW 
FINANCIAL STRESS. ABOUT 320,000 FARMS, OR 18.9 PERCENT OF 
ALL FARMS, HAVE A DEBT-TO-ASSET RATIO OF ^0 PERCENT. 
196,000 FARM, 11.6 PERCNET, HAD DEBT-TO-ASET RATIOS OF 
^10-70 PERCENT. 123,000, OR 7-3 PERCENT, V/ERE HIGHLY 
LEVERAGED AND TECHNICALLY INSOLVENT WITH DEBT-TO-ASSET 
RATIOS GRATER THAN 70 PERCENT. 51,000 OPERATORS, OR 3 
PERCENT OF ALL FARMS, HAD DERT-TO-ASSET RATIOS OVER 100 
PERCENT. 

TWENTY-SEVEN PERCENT OF OUTSTANDING COMMERICAL BANK 
DEBT WAS HELD BY BORROWERS WITH DEBT-TO- ASSET RATIOS OVER 
70 PERCENT. 

IN 1982, THERE WERE i|112 COMMERICAL BANKS CLASIFIED 
AS AGRICULTURAL BANKS HAVING MORE THAN 25 PERCENT OR MORE 
OF THEIR PORTFOLIO IN AGICULTURAL LOANS. IN JUNE, 1985, 
THER WERE ONLY 3930. IN I983, THERE WERE 133 POTENTIALLY 
VULNERABLE AGRICULTURAL BANKS. BY 1985, THERE WERE 302. 
IW JUNE OF 1983, THERE WERE 106 PROBLEM AGRICULTURAL 
BANKS. BY OCTOBER I985, THE NUMBER OF PROBLEM 
AGRICULTURAL BANKS HAD INCREASED BY OVER 400 PERCENT, TO 
413 BANKS. 

THE PERCENTAGE OF BANK FAILURES THAT ARE AGRICULTURAL 
INCREASED DRAMATICALLY FROM 15.9 PERCENT IN I983 TO 59-5 
PERCENT IN THE FIRST TEN MONTHS OF 1985. FIFTY-TWO OF THE 
62 AGRICULTURAL BANKS THAT FAILED IN 1985 WERE LOCATED IN 
A SIX-STATE AREA INCLUDING NEBRASKA, IOWA, KANSAS, 
OKLAHOMA, MINNESOTA, AND MISSOURI. IN 1982, ONLY SEVEN 
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AGRICULTURAL BANKS FAILED; IN I983, THERE WERE SEVEN, AND 

IN ^9B^ there were 25. 

BY THE END OF 1985, NEARLY 40 PERCENT OF PROBLEM 
COMMERCIAL BANKS WERE AGRICULTUR- BANKS, UP FROM 2^ 
PERCENT TWO YEARS EARLIER. UNDER A LOV/-MEDIUM LOSS 
SCENARIO, ABOUT 70 AG BANK FAILURES COULD BE EXPECTED IN 
1986 AND 60 IN 1987. UNDER A HIGH LOAN LOSS SCENARIO, IT 
IS ESTIMATED THAT ABOUT 150 FARM BANKS WOULD FAIL IN EACH 
OF THE NEXT TV/0 YEARS. 

UNDER PRESENT CONDITIONS, IT WOULD TAKE AVERAGE PRICE 
INCREASES OF OVER 30 PERCENT TO RESTORE ALL FAMILY-SIZE 
COMMERCIAL FARMS TO POSITIVE NET CASH FLOWS. GIVEN THE 
TREMENDOUS INCREASE IN SURPLUS STOCKS AND RAPIDLY 
DECLINING LEVEL OF EXPORTS, IT IS DOUBTFUL THAT WE V/ILL 
EXPERIENCE ANY INCREASE IN INCOME THIS YEAR AND POSSIBLY 
NOT EVEN NEXT YEAR. 

MR. PRESIDENT, THE NEWS FROM OKLAHOMA IS NOT 
ENCOURAGING. REAL FARM INCOME CONTINUES TO DECLINE, ALONG 
WITH FARMLAND VALUES WHICH DECREASED l^lS IN I985 AND 38^ 
FROI-1 THE HIGH IN 1982. PRICES RECEIVED BY FARMERS 
CONTINUE TO DECLINE RELATIVE TO PRICES PAID BY FARMERS, 
FURTHER ERODING PROFITABILITY. COMMODITY PRICES FOR 1985 
FELL 10%, THE WORST SINCE 1953. REAL INTEREST RATES 
REMAIN HIGH. THE VALUE OF TOTAL FARM ASSETS WILL CONTINUE 
TO DECLINE, BUT PERHAPS AT A SLOWER RATE. 

THE FEDERAL RESERVE BANK OF KANSAS CITY REPORTS 
BANKING EXTIMATES INDICATING 3.1^ OF THE FARMERS AND 
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RANCHERS IN THE DISTRICT WENT OUT OF BUSINESS LAST FALL, 
THREE TIMES WHAT BANKERS CONSIDER "N0RI1AL". PARTIAL 
LIQUIDATIONS WERE UP BY NEARLY FIVE TIMES THE NORM. SOKE 
25 OKLAHOMA BANKS HAVE FAILED SINCE 1982, MANY OF THEM 
RURAL BANKS WITH LARGE FARM LOAN PORTFOLIOS. 

AN ESTIMATED 25% OF OKLAHOMA'S FARM AND RANCH 
FAMILIES ARE IN FINANCIAL DIFFICULTY. PER COUNTY, ABOUT 
100 ARE IN SEVERE CONDITION AND 120 ARE APPROACHING SEVERE 
PROBLEMS. FARM FORECLOSURES AND BANKRUPTICIES ARE 9-10 
TIMES "NORMAL" IN THE BANKING REGION THAT INCLUDES 
OKLAHOMA. 

FARM POPULATION IN THE U.S. DECLINED 755 IN 1985, THE 
SHARPEST DROP IN A DECADE, AND OKLAHOMA SHARED IN THAT 
DECLINE. AS OF JANUARY I986, 9400, OR 18. U OF FmHA 
BORROWERS IN OKLAHOI^A WERE DELINQUENT ON PAYMENTS. 

WHY HAS THE CRISIS rtEACHED THIS POINT? IN PART, I 
BELIEVE IT IS BECAUSE MANY AMERICANS DO NOT UNDERSTAND THE 
ECONOMICS OF AGRICULTURE OR THE IMPORTANCE OF THE FARM 
SECTOR TO THEM PERSONALLY. THEY DO NOT KNOW THAT TO START 
AH AVERAGE FAMILY FARM TODAY REQUIRES OVER $425,000 IN 
CAPn^O. THE MAJORITY OF THE AMERICAN PEOPLE BELIEVE THAT 
THEY ARE SUBSIDIZING THE FARMER. IN ONE SENSE, THE 
TAXPAYERS HAVE SUBSIDIZED FARMERS THROUGH PROGRAMS WHICH 
HAVE COST FAR MORE THAN THEY SHOULD DUE TO SHORT-SIGHTED 
FARM POLICIES. 

IN THE LARGER SENSE, IT IS THE FARM SECTOR WHICH IS 
SUBSIDIZING THE REST OF THE COUNTRY. THE FACTS ARE 
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CLEAR. AGRICULTURE IS THE MOST PRODUCTIVE AND MOST 
EFFICIENT SECTOR OF OUR NATION'S ECONOMY. ADDITIONALLY, 
OUR FARMERS HAVE BEEN GIVING AMERICANS THE GREATEST FOOD 
BARGAIN IN THE WORLD. AMERICANS SPEND ONLY 15 PERCENT OF 
THEIR INCOME FOR FOOD. THE AVERAGE RUSSIAN SPENDS 45 
PERCENT FOR FOOD. EVEN IN GREAT BRITAIN THE AVERAGE IS 
ABOUT 28 PERCENT. AMERICAN FOOD CONSUMERS GET MORE FOR 
THEIR MONEY TODAY THAN IN 1950. 

IN GREAT PART, AMERICAN CONSUMERS HAVE RECEIVED THESE 
BENEFITS DUE TO THE DRAMATIC INCREASES IN THE PRODUCTIVITY 
OF OUR FARMERS. AT THE BEGINNING OF THIS CENTURY, ONE 
FARMWORKER COULD ONLY FEED SEVEN PERSONS. BY 1970, THIS 
ONE FARMWORKER SUPPLIED ENOUGH FOOD AND FIBER FOR 73 
PEOPLE. IN THE PAST 15 YEARS, THE PRODUCTIVITY OF THIS 
ONE FARMWORKER HAS SKYROCKETED. A FARMER IN AMERICA NOW 
FEEDS 116 PEOPLE. THIS INCREASED AGRICULTURAL 
PRODUCTIVITY, THE RISE IN OUTPUT PER UNIT OF INPUT, HAS 
BEEN A MAJOR CONTRIBUTOR TO IMPROVED LIVING STANDARDS FOR 
AMERICANS. AS AGRICULTURAL PRODUCTIVITY HAS INCREASED, 
CONSUMERS HAVE BEEN ABLE TO UPGRADE THEIR DIETS AT A LOWER 
COST. 

THE ECONOMIC ACTIVITY OF AGRICULTURE EMPLOYS 21 
MILLION PEOPLE AND ACCOUNTS FOR 20 PERCENT OF THE NATION'S 
GROSS NATIONAL PRODUCT. 

IT IS CONSISTENTLY ONE OF THE FEW SECTORS OF OUR 
ECONOMY WHERE WE HAVE A FAVORABLE TRADE BALANCE. 
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FARMERS ARE SO PRODUCTIVE THAT THEY PRODUCE FOOD FOR 
THE U.S. POPULATION, ABOUT A THIRD LARGER THAN A QUARTER 
CENTURY AGO, AND DO IT WITH THE OUTPUT FROM LEWER FARM 
ACRES. MEAJJWHILE, FARMERS HAVE INCREASED THE ACRES 
PLANTED FOR EXPORT BY NEARLY 15% IN THOSE 25 YEARS. 

FARMERS HAVE A BIG STAKE IN FARM EXPORTS, BUT SO DO 
NON-FARMERS. EVERY ADDITIONAL $1 BILLION OF FARM EXPORTS 
CREATES ANOTHER $1.37 BILLION OF ECONOMIC ACTIVITY IN THE 
U.S., FOR A TOTAL OF $2.37 BILLION. EACH ADDITIOANL $1 
BILLION IN FARM TRADE MAKES JOBS FOR 30,000 TO 35,000 OR 
MORE PEOPLE. 

THE JOBS ARE ON FARMS--AS WELL AS IN SUPPLYING FARM 
PRODUCTION INPUTS FOR FARMERS; IN LOCAL AND LONG-DISTANCE 
TRANSPORTATION BY TRUCK, RAIL, RIVER BARGES, AND 
OCEAN-GOING SHIPS; PROVIDING FINANCING ALL ALONG THE WAY, 
ALONG WITH AREHOUSING AND INSPECTION; PROCESSING; AND 
OTHER ACTIVITIES. IN 1984, 1.1 MILLION FULL-TIME U.S. 
JOBS RELATED TO AGRICULTURAL EXPORTS. 

EVEN IF YOU DON'T HAVE AN EXPORT-RELATED JOB, YOU 
HAVE A STAKE IN AGRICULTURAL EXPORTS. FARM EXPORTS HAVE 
EXCEEDED FARM IMPORTS CONTINUOUSLY SINCE I960. THAT HELPS 
OFFSET THE GROWING U.S. NEGATIVE BALANCE OF TRADE FROM 
NON-FARM FOREIGN TRADE, WHICH HAS HAD A CONTINUOUS DEFICIT 
SINCE 1971. THE DOLLARS FROM THE FAVORABLE BALANCE OF 
TRADE IN FARM EXPORTS ARE USED TO PAY FOR IMPOPTS OF 
CONSUMER GOODS. 




50 



9 

FARMERS, HOWEVER, HAVE BEEN ABSORBING THE COST OF 
PROVIDING THESE BENEFITS TO THE REST OF THE NATION, 
USUALLY SELLING BELOW THEIR ACTUAL COST OF PRODUCTION AND 
BY GOING BROKE IN RECORD NUMBERS. FARMERS ONLY RECEIVE 21 
CENTS OF THE CONSUMERS* FOOD DOLLAR SPENT FOR FOOD RAISED 
ON U.S. FARMS, DOWN FROM 33 CENTS 20 YEARS AGO. 

WHEN WE HAVE RECORD NUMBERS OF FARMERS GOING 
BANKRUPT, OUR ENTIRE ECONOMIC SYSTEM IS THREATENED. WHEN 
LAND VALUES COLLAPSE, BANKS WHOSE LOANS ARE SECURED BY THE 
LAND GET IN TROUBLE, AND SMA.-L BUSINESSES START TO FOLD. 
THIS POSSIBLE DOMINO EFFECT IS CHILLINGLY REMINISCENT OF 
THAT WHICH BEGAN ON THE FARMS IN THE LATE 1920s AND SPREAD 
ACROSS THE NATION IN THE DEPRESSION OF THE 1930s. HISTORY 
HAS SHOWN THAT THE GREAT DEPRESSION OF ''HE THIRTIES WAS 
"FARM LED AND FARM FED." RIGHT NOW, WE ARE FACED WITH A 
REPEAT OF THAT NATIONAL DISASTER. 

LAST YEAR, WE LOST ABOUT 4 PERCENT OF OUR FARMER?. 
AS A RESULT, LAND VALUES IN THE FARM BELT FELL OVER 10 
PERCENT. IF WE LOSE 10 TO 15 PERCENT IN ONE YEAR, AS SOME 
PREDICT COULD HAPPEN THIS YEAR, IT IS NOT HARD TO IMAGINE 
WHAT WILL HAPPEN TO LAND VALUES AND SUBSEQUENTLY TO THE 
ECONOMY AT LARGE. 

WHAT CAN BE DONE? NO ONE CAN PRETEND TO HAVE ALL THE 
ANSWERS, BUT SOME STEPS CLEARLY MUST BE TAKEN. FIRST OF 
ALL, WE SIMPLY MUST IMPROVE FARM INCOME. THE BEST WAY TO 
PREVENT FORECLOSURES AND MAS? LIQUIDATIONS OF ASSETS IS TO 
IMPROVE A FARMER^S ABILITY TO REPAY HIS DEBTS. MORE 
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CREDIT, MORE LOANS TO FARMERS WILL NOT RESOLVE THE 
PROBLEM; RATHER, IT WILL ONLY DELAY AN INFVITABLE CRISIS. 
THE ONLY WAY TO AVOID THE CRISIS IS TO RAISE FARM INCOME. 
IT IS ALSO THE CHEAPEST ANr MObT EFFICIENT WAY TO HELP 
FARMERS STAY IN BUSINESS. 

SECONDLY, WE MUST ENACT A CREDIT PROGRAM THAT HELPS 
FARMERS RESTRUCTURE THE DEBT THEY ALREADY HAVE. WITH LAND 
VALUES DECLINING RAPIDLY, MANY FARMERS WON'T BE ;.':LE TO 
STAY IN BUSINESS UNLESS THEY ELIMINATE A PORTION OF THEIR 
DEBT. IN MOST CASES, IT IS CHEAPER FOR THE LENDERS TO 
WRITE-OFF A PORTION OF THE BORROWER'S DEBT THAN IT IS TO 
FORECLOSE ON THE BORROWER WHEN LAND VALUES HV;E FALLE' 
DRAMATICALLY. 

THIRD, WE MUST BRING DOWN FEDERAL BUDGET DEFICITS SO 
THAT FARMERS CAN BORROWER MONEY AT A REASOiJABLE RATE OF 
INT«:REST. ADDITIONALLY, BRINGING DOWN FEDERAL BUDGET 
DEFICITS WILL IMPROVE OJR ABILITY TO EXPORT MORE 
AGRICULTURA COMMODITIfS BY COMBATING THE OVERVALUED 
DOLLAR. 

FINALLY, WE SHOULD !)EVELOP A LONG-RANGE, MULTI-YEAR 
POLICY AIMED AT PRESERVING OUR FAMILY FARMERS BY ALLOWING 
THEM TO RECEIVE A FAIR PRICE FOR THEIR PRODUCTS. WE DID 
ENACT SOME IMPROVEMENTS IN FARM POLICY LAST YEAR AS PART 
OF THE 1985 FARM BILL. HOWEVER, CONGRESS FAILED TO 
ADEQUATELY ADDRESS THE CURRENT PROBLEMS OF IMPROVING 
INCOME FOR FARMERS TODAY. BEFORE THE LONG-RANGE POLICIES 
OF THE FARit BILL ARE IMPLEMENTED, MOST OF THE FAMILY 
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FARMERS WILL NOT BE AROUND. THE FOOD SECURITY ACT OF I985 
WILL LOWER FARM INCO.IE FOR THE FIRST THREE OR FOUR YEARS. 
MOST FARMERS CANNOT SURVIVE THE TRANSITION PERIOD. 

MR. PRESIDENT, FOR MANY OF US, THE PROBLEMS OF 
AGRICULTURE SEEM TOO DIFFICULT TO RESOLVE. HOWEVER, WE 
HAVE FACED CHALLENGES IN THIS COUNTRY BEFORE AND WE HAVE 
ALWAYS RISEN TO MEET THE CHALLENGES SUCCESSFULLY. 
MAINTAINING FAMILY FARMS IS NOT IMPOSSIBLE, BUT IT WILL 
REQUIRE DETERMINED ACTION AND BIPARTISAN WORK. IT IS MY 
HOPE THAT ALL OF US CAN BAND TOGETHER AND TACKLE THE 
PROBLEMS OF THE FAMILY FARMER. 
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Senator Baucus. Senator Pressler. 

STATEMENT OF HON. LARRY PRESSLER, A U.S. SENATOR FROM 

THE STATE OF SOUTH DAKOTA 
Senator Pressler. Mr. Chairman, I would like to begin by con- 
patulating Senator Baucus, this Subcommittee's new Chairman. I 
look forward to working under his able leadership during the 100th 
Congress, 

As chairman of this Subcommittee during the last Congress, I 
held hearings which explored the current problems of the farm 
economy and their impact on small communities' main street busi- 
ne^. For some time, those of us from agricultural States have 
understood that the economic crisis in rural America is as severe 
for local businesses and entire communities as it is for farmers and 
ranchers. 

I felt it was critical to establish an official hearing record which 
would vividly illustrate this link. While the media continues to 
r^rt on the economic resurgence in this country, we cannot 
afford to forget that this recovery has missed most of rural Amer- 
ica. 

It has been well documented that the crisis faced by our farmers 
and ranchers is not limited to their operations. Many small com- 
munities in South Dakota and other rural States are experiencing 
extreme difficulties as a result of the loss of farmers and ranchers. 
Every disp ced farm family means a loss of business for grocery 
stores, cafes, hardware stores, and every other small-town main 
street business. Many are forced out of business, which serves only 
w aggravate the problem. 

The disappearance of farms, ranches, and small businesses has 
led to a decline in school enrollment and local tax revenue. The 
amount of property with delinquent taxes in rural areas has in- 
creased substantially in recent years. If this trend is not reversed, 
many sniall rural communities will become ghost towns. There is a 
real need for action on rural development which will complement 
what we do with the farm program. 

As a member of the Republican Task Force on Farm and Rural 
America, a group of Midwest Governors, Senators, and Congress- 
men I have participated in meetings held in Des F ines, lA; Chica- 
go; and Washington, DC, over the past several months. The meet- 
ings were designed to foster discussion on initiatives and policy op- 
tions atfecting agriculture and rural America. 

To effectively deal with the crisis we must find ways to diversify 
the economies of agricultural States and provide education and vo- 
cational training opportunities for farmers, ranchers, and other 
rural citizens. Some States have already begun work in that direc- 
tion. However, in order to meet the challenges of the situation, the 
Federal Government must work in concert with States and private 
enterprise. 

It is also vital that this process establish policies which will 
ensure that basic, necessary services such as health care, transpor- 
tation, and communication facilities are available to rural commu- 
nities. As a Member of the Commerce, Science, and Transportation 
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Committee, I am well awaxs of the struggle to expand the infra- 
structure in rural counties and smaller cities and towns. 

To this end, the Task ^ *-ce has called upon the President to es- 
tablish a White House Conierence on the future of rural America. I 
do not have to tell my colleagues on this Subcommittee what kind 
of impact such conferees can have. I think we would all agree that 
last year's White House Conference on Small Businec^s provided a 
wealth of extremely timely and thoughtful recommendations. 

A conference on rural America would undoubtedly be extremtly 
helpful in developing initiati' aimed at revitalizing our rural 
communities. The White Hc^..^ Conference. The White House Con- 
ference on Small Business made some very specific recommenda- 
tions and highlighted the fact that product liability anu tort reform 
was foremost in the minds of our small businessmen. A White 
House conference on rural development could do the same, not just 
for farms but for our small towns, businesses, hospitals, and com- 
munications. 

We should also explore such concepts as rural enterprise zones. 
During thi» last Congress I co-sponsored legislation which would 
have created such a program. Many States have successfully em- 
ployed the enterprise zone concept. The zones have proved helpful 
in revitalizing many of this Nation's inner cities. I believe they 
could be equally valuable to rural communities. 

Diversification of the economies in agriculturally dependent 
States is vital. It is not enough to simply offer programs designed 
to retrain some of our fanners a^id ranchers. Training without jobs 
is not only useless, but also cruelly holds out false hope. We must 
find ways to encourage new business to come to rural America. 

Small business continues to be a dominant force in this Nation'*' 
economic resurgence. In 1985, employment growth in small busi- 
ness-dominated industries reached a level of just over 5 percent. 
This far outpaced the growth in large business-dominated indus- 
tries which saw an increase of new jobs of less than 1 percent. 
Thus, small business is the key to successful, long-term economic 
diversification. 

I know that many feel a competition between small business and 
big business. I have been one who said our antitrust laws should be 
more vigorously enforced. On the other hand, many small business- 
men hold the dream of growing and eventually selling out to a 
bigger business. TTiere are functions which are better performed by 
a big business such as the manufacture of automobiles, but the vi- 
tality of the Nation depends upon small business, and we should 
keep that in mind. The two need each other, and are synergistic. 

I look forward to receiving the testimony of the witnesses here 
today, and thank them for taking the time to appear before this 
subcommittee. Today's hearing will further demonstrate the severi- 
ty of rural America's problems and help Congress develop policies 
which will finally allow our agricultural sector to join the rest of 
the country's growing prosperity. 

Thank you, Mr. Chairman. 

Senator Baucus. Thank you. Senator. 

Mr. Swain, does the SBA work up data on the degree to which its 
programs— for example, the Guaranteed Loan Program— are allo- 
cated to rural as opposed to urban areas? 



ERLC 



fi8 



55 

Mr. Swain. We can, Senator. We just did not have time to do it 
before this particular hearing, but I would imagine within a matter 
ot three or four weeks we could give you, or give the subcommittee 
a report on the number of loans closed to recipients in rural versus 
nonrural counties. 

Senator Baucus. Does the SBA, as a matter of course, work up 
this data, or not? 

Mr. Swain. No, not as a matter of course. There is an allocation 
of course, geographically that the State of Montana has a certain 
number of loans allocated to it. Within the State of Montana, there 
IS not an allocation on how many loans are closed in the urban 
areas versus the rural counties of that particular State. There is a 
geographic allocation to every SBA District Office, and we certain- 
ly have the data on that. We could report that to the Subcommit- 
tee immediately. 

Senator Baucus. Do you know the degree to which other agen- 
cies break out a compilation for data between urban and rural allo- 
cations, as opposed to State? 

Mr. Swain I know that the Agriculture Department does it to a 
fare thee well, because of course that is their business of tracking 
what goes mto indi^ddual counties. I do not, off* the top of my head, 
taow for instance whether you could ask HHS on what amount of 
Medicare dollars goes to rural counties as opposed to urban coun- 
ties. 

I think to the extent that the data is coded by county and the 
Agriculture Department can identify every— there is a computer 
program that identifies what is rural and what is not rural— it 
probably could be done in most circumstances. But whether it is 
routinely done, I do not know. 

Senator Baucus. Do you think it is a good idea for agencies, as a 
Y ' of course, to do that—particularly in view of the recent 
ti migration and development of the Coastal States and the 

bunoelt States at the expense of the hinterland? Does it seem to 
make some sense to do that, or not? 

Mr. Swain. Well, I can only speak for my own agency. I think it 
certainly does make sense for us to do it. We certainly can and will 
do it for communities, if you are interested. 

Senator Baucus. Well, we are interested. I would appreciate it if 
you could, please. We would like to get that data. 

[Material follows:] 
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U.S. Small Business Administration 

Washington. DC 20416 



April 28, 1987 



Honorable Max Baucus 
Chairman 

Subcommittee on the Rural Economy and 

Family Farming 
Committee on Small Business 
United States Senate 
Washington, D. C. 20510 

Dear Mr. Chairman: 

During the March 5 hearing of the Small Business Subcommittee 
on the Rural Economy and Family Farming, I promised to 
furnish the Committee information regarding the distribution 
of Small Business Administration 7(a) loan guarantees among 
metropolitan and nonmetropolitan counties. The distribution 
of Small Business Administration 7(a) loan guarantees in FY 
1986 is almost exactly proportional to the number of 
businesses located in nonmetropolitan settings, and more than 
proportional to the rural population and number of jobs in 
rural areas. 

In 1986, the Small Business Administration guaranteed 
$2,535,045,960 of loans under the 7(a) authority. Of that 
amount, $674,837,977 or 26.6 percent were loans made to 
businesses located in nonmetropolitan counties. 

United States businesses located or headquartered in 
nonmetropolitan counties were 27.8 percent of the total, in 
1984, according to the Small Business Data Base maintained by 
the Office of Advocacy. 
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Businesses located outside of metropolitan areas are on 
average sMaller than businesses located in more popilous 
areas. Nonaetropolitan employment in 1984 accounted for 17 2 
percent of total employment. The Small Business 
Administration 7(a) guarantees in 1986 to businesses in 
nonmetropolitan counties are more than proportional to 
employment in those counties (26.6 percent of guarantees 
versus 17.2 percent of employment). A similar conclusion 
holds when the proportion of 1986 Small Business 
Administration 7(a) guarantees to nonmetropolitan businesses 
(26.6 percent) is compared to the 1985 population share in 
nonmetropolitan areas (23.8 percent). 

I appreciate being able to respond to the Committee's request 
for this analysis. Please let me know if we can provide any 
further information. *^ ' 

Very truly ycurs, 



Frank S. Swain 

Chief Counsel for Advocacy 
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NONKCTROPOUTAN* SHARE OT SBA 7(t) LOANS, FY IfW 
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Senator Baucus. Next, and more fundamentally, the figures 
show that more and more people in small towns in rural America 
are earning a higher proportion of their income from nonfarm 
sources. Why is that? 

Mr. Swain. Well, it would seem it would be for two reasons. One 
reason obviously, an initial reason, is that the farm income is not 
as ade<juate as it at one time was. So there is a certain economic 
necessity for finding other sources of income. 

I think a second reason has to do with the general boom in entre- 
preneursWp in small business startups, anyway, r^ardless. Even if 
the farm income were iust fine, I think you would be seeing more 
people getting mvolved m business activities just as many more 
women are starting businep'.es now than started businesses 20 or 
30 years ago. So I think tb^rre is a natural interest in entrepreneur- 
ship, and things like home-based businesses are booming, and we 
need to do more to develop that. 

So part of it is driven perhaps by economic need for the agricul- 
tural economy, but part of it is driven by the fact that more and 
more people are saying, "I wonder what it would be like to go into 
business,' and "I will give it a try." Those are the people that we 
have to help out, obviously. 

Senator Baucus. I would like your views, too, on this decoupling 
phenomenon. That is, that manj^ businesses in rural America are 
not primarily, or perhaps even secondarily, dependent upon basic 
primary resource mdustries— namely, fishing, agriculture, mining, 
et cetera. There is a common assumption that most businesses, 
most small busmess in rural America is directly related. 

There certainly is some tie, but I wonder if you could go into the 
degree to which you think that businesses in rural America are in 
fact decoupled from basic primary resource industries. And second, 
whether you think there is a trend. And third, what explains that 
trend. That is, the phenomenon of increased decoupling. 

Mr. Swain. I think that traditionally, in this century anyway, 
the rural businesses have been primarily resource-based, agricul- 
tural or mining or timber, or they have been retail businesses or 
service businesses that have served that local resource-based com- 
munity. 

Certainly the trend is away from that. The trend is there are 
clearly some, and we could get you some more precise figures as to 
what the propoition of businesses in the rural economy that are re- 
lated to the traditional resources businesses. 

But the trend has been— certainly, /e think the growth in manu- 
facturing has not been all manufacturing that la based on the 
timber industiy or based on the mining industry. It has probably 
been some assembly operations, where people find labor conditions 
better, people more interested in working, various other conditions 
better in rural areas than in urban areas. 

So I think that the trend from what we see is towards a more 
diverse economy. I think that the reasons for that are to some 
degree because local communities are now, and local planning 
people, are talking this up and providing opportunities as much as 
they can, because people look at the farm economy, the rural econ- 
omy, and make the conclusion, for right or for wrong, there is lim- 
ited growth there, I am going to try something different. 



ERIC 



60 



Yet, the rural lifestyle still holds an attraction for a lot of people 
and they do not necessarily feel they have to move off to the big 
city to start their business. I think that the changes particularly in 
telecommunications have facilitated that. 

We would see the trend absolutely increasing towards diversiHca- 
tion. I should add, though, that the one trend based on the iv:al 
economy, based on the local resource economy, that is increasing is 
tourism, to the extent that tourism is a reflection of the natural in 
an area. The preliminary figures that we have seen— and the Com- 
merce Department keeps a lot of figures on this— shows that tour- 
ism is an increasingly important economic factor in rural areas. 
And almost all businesses that are involved in tourism are small 
businesses. 

Senator Baucus. I appreciate that. An interesting statistic is that 
1983, 72 percent of the total farm family income is from non-farm 
sources. That is a growing trend. 

It is also the same statistic for Japan. Japan, only a couple of 
years ago, learned that 70 percent of the Japanese farmer's income 
is in from non-farm sources. In Japan, most non-farm income is de- 
rived from jobs in town, either on a daily basis or a seasonal basis, 
a husband or a wife or someone in the family. 

We know how important agriculture is to Japan. It is too impor- 
tant in many respects. But it is interesting how that phenomenon 
is developing. 

Nor does that diminish the importance of agriculture in this 
country. We do not have a good farm program here. It is not work- 
ing now and we have to make it work much better. 

But at the same time, we have to diversify because the inexora- 
ble trend, is more toward knowledge-based industries and indus- 
tries where technology is changing rapidly. 

And there are many opportunities all over the country, particu- 
larly, I think, in rural areas, where people want to live, just to get 
away from folks. I think that there is a real opportunity there. 

Mr. Swain. That is an iniportant point. Senator. Just as a per- 
spective, I think that I looked up — the commodity program was a 
$26 billion program last year. The SBA guaranteed loan program is 
a $2.4 billion, $2.6 billion program. 

So in the sense of proportion, there is a lot of Federal money 
going into the rural economy focused directly at agriculture. And I 
am not saying that that is good, bad, or indifferent. But we think 
that we are using some good resources from the SBA, but we hope 
that other Federal programs certainly are flexible enough to en- 
courage people to start businesses as well. 

Senator Baucus. I see we have been joined by the Senator from 
Minnesota, Senator Boschwitz, and Senator Kasten. 

STATEMENT OF HON. ROBERT W. KASTEN, JR., A U.S. SENATOR 
FROM THE STATE OF WISCONSIN 

Senator Kasten. Mr. Chairman, thank you, and congratulations 
on holding this hearing. All of us have got schedules and we are 
going back and forth between meetings. I would like to make just a 
very brief statement if I could. 



ERLC 



64 



61 



I wanted to welcome the members of the panel who will testify 
before the Subcommittee. As a Senator from a largely rural state, I 
' agard the future of both the farm and the rural non-farm sectors 
of America's economy as being subjects of vital importance. 

We in Congress must spare no effort to keep family farmers on 
the land. Neither should we ignore the need of farm families for 
off-farm income and for strong, growing rural communities. 

I do not think that anyone in Congress disagrees with this. The 
question is how best to work toward the goal of a healthy rural 
economy. I would like to make two suggestions that reflect the per- 
spective that we brinff from Wisconsin. 

Unlike a number of other farm States, Wisconsin farmers depend 
overwhelmingly on just one commodity. That is milk. Wisconsin is 
the most efficient milk producing State located near the Country's 
largest milk consuming markets. The dairy industry is worth over 
$3 billion to the states economy. Wisconsin has almost as many 
dairy farmers as the next three largest milk producing States com- 
bined. 

So no other state depends on this industry as much as Wisconsin 
does. My neighbor from Minnesota would be close, but Wisconsin is 
the leader. 

Senator Boschwitz. I am just shocked when you talk about the 
efficiency of your farmers. [Laught<er.] 

Senator Hasten. I will repeat that statement. Wisconsin is the 
most efficient milk producing State. 

Our Federal dairy program, Mr. Chairman, should reflect the im- 
portance of the dairy industry to Wisconsin and the upper Mid- 
west. I note with interest, I have had a chance to review Dr. 
Pulver s testimony. I am not going to be able to be here for his tes- 
timony. Bi'^ a passage with regard to price-centered farm programs 
that direct the largest benefits to the largest farms. I might say I 
know inat that has been an interest of yours as well in terms of 
legislation. 

In no other program is this more true than the dairy program, 
and that is a fact that has concerned me for a long time. Accord- 
ingly, I ani going to be soon introducing legislation to replace the 
current dairy program with a target price deficiency payment pro- 
grani. This program would direct income support to the small and 
midsize family farms that predominate both in Wisconsin and in 
the nation as a whole, rather than to the large milk factories and 
processors, as the current program does. 

My second point is that, as much as we deplore it, farms do fail 
and people are forced off the land. And I think we are seeing this 
clearly in Wisconsin and we cannot pretend that it is not there. 

These individuals must not be left without options. Especially 
troubling is the case of many older farmers who farmed all their 
lives and may not be trained for non-farm work. We in Congress 
must look at ways to work with state and local governments, as 
well as the private sector, to ensure that these farmers have the 
job retraining they need to take productive and dignified jobs after 
leaving agriculture. 

Mr. Chairman, once more I commend you for holding this hear- 
ing and I regret that I am not going to be able to be here for much 
of your testimony. 



erJc - »' - 5 



62 

Senator Baucus. Thank you, Senator. Your statement will be in- 
cluded. 

[The prepared statement of Senator Kasten follows:] 
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STATEfitHF BY 
THE HONORABLE ROBERT M. KASTEN, JR. 
SmomiTEE QH RURAL ECOwOflV 
COMHIFTEE ON SMALL BUSINESS 
HEARING HELD THURSO/^Y, MARCH 5, 1987 



fiR. Chairman^ I too would like to welcome the distinguished 

MEMBbRS OF THE PANELS WHO WILL TESTIFY BEFORE THE SUBCOMMITTEE 
THIS MORNING ON "NEW PfRSPECTIVES ON THE RuRAL EcONOMY." 



As A Senator from a largely rural state. I regard the future 

OF BOTH THE FARM AND THE RURAL NQN'FARM SECTORS OF AmFRICa's 
ECOHOMY AS BEING SUBJECTS OF vlTAL IMPORTANCE. We IN CONGRESS 
MUST SPARE NO EFFORT TO KEEP FAMILY FARMERS ON THE LAND. NEITHER 
SHOULD WE IGNORE THE NEED OF FARM FAMILIES FOR Of-F'FARM INCOME 
AND FOR STRONG, GROWING RURAL COMMUNITIES. 



I DO NOT BELIEVE THAT ANYONE IN CONGRESS DISAGREES WITH THIS. 

The owestion is, how best to work toward the goal of a healthy 

RURAL rCONOMY? 
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i V/OULD LIKE TO MAKE 2 SUGGESTIONS T,.AT REFLECT THE 

perspective 1 bring fron wisconsin- 

Unlike many other farm statfs^ Wisconsin farmers depend 
overwhelmingly on 1 comhcpity flllk. wisconsin is the most 
efficient milk-pronucing state located near the countries l/;?gest 

MiLK-CONSUMiNG MARKETS* !hE DAIRY INDUSTRY IS WORTH OVER $5 
BILLION TO THE STATE's ECONOMY; WISCONSIN HAS ALMOST AS MANY 
DAIRY FARMS AS THE NEXT 5 LARGEST M I L K "P ROPUC I NG STATES COMBINED* 
No OTHER STATE DEPENDS ON THIS INDUSTRY AS MUCH AS WISCONSIN 
DOES • 

UUR FEDERAL DAIRY PROGRAM SHOULD REFLECT THE IMPORTANCE OF 
THE DAIRY INDUSTRY TO WISCONSIN AND THE UpPER tUDWEST. i NOTED 
WITH INTERfcST A PASSAGE IN Ds. PuLVER's TESTIMONY WITH REGARD TO 
PRICE-CENTERED FARM PROGRAMS THAT DIRECT THE LARGEST BENEFITS TO 
THE LARGEST FARMS. iN NO PROGRAM IS THIS MORE TRUE T'lAN THE 
DAIRY PROGRAM, ^ FACT THAT HAS CONCERNED ME FOR SOME TIME* 
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ACCORDINGLY, I WILL SOOK BE I N rRODllC I NG LEGISLATION TO 
REPLACE THE CURRENT DAIRY PROGRAM WITH A TARGET P R I C E - DE F I C 1 E NC Y 
PAYMENT PROGRAM. ThIS PROGRAM WOULO DIRECT INCOME SUPPORT TO THE 
SMALL TO Min-Sl2£n FAMILY FARMS THAT PREDOnUiATE BOTH IN 
WISCONSIN AND IN THE NATION AS A WHOLE. RATHER THAN TO LARGE MILK 
FACTORIES AND PROCESSORS AS THE CIIRRFNT PROGRAM DOES. 



riY SECOfiD POINT IS THAT, MUCH AS WE DEPLORE IT, FARMS DO FAIL 
AND PEOPLE ARE FORCED OFF THE LAND. [hEY MUST NOT BE LEFT 
WITHOUT OPTIONS. ESPECIALLY TROUBLING IS THE CASE OF MANY OLDER 
F ->hERS WHO HAVE FARflED ALL THEIR LIVES AND MAY NOT BE TRAINED 
FOk NON-FARM WORK. We IN CoNGRESS MUST LOOK AT V.'AYS TO WORK WITH 
STATE AND LOCAL GOVERNMENTS,^ AS WELL AS THE PRIVATE SECTOR, TO 
ENSURE THAT THESE FARMF:RS HAVE THE JOB RETRAINING THEY NEED TC 
TAKE -PRODUCTIVE, DIGNIFIED JOBS AFTER lEAVlNG AGRICULTURE- 



Mr. Chairman, that concludes my statement. I commend you for 

HOLDING THIS HEARING AND WILL REVIEW THE TESTIMONY PRESENTED HERE 
TODAY WITH GRCAT INTEREST. 
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Senator 'Saucus. Senator Boschwitz. 

STATEM ilNT OF HON. RUDY BOSCHWITZ, A U.S. SENATOR FROM 
THE STATE OF MINNESOTA 

Senator Boschwitz. Well, I have no formal opening statement. I 
very much agree with the Senator from Wisconsin. 

It is interesting to note that dairy farms have declined in 
number very substantially. Twenty-five years ago, 26 years ago, 
there were 2,100,000 dairy farms, ana most recently there are 
300,000. It really reflects a change fiom the old days, when you 
pulled by hand, aiid more modern machinery allows herds to 
expand. 

And after you have been out in the barn milking cows twice a 
day, the dignified jobs that these farmers are willing to accept are 
very reasonable. Arj.d that is not to say there is no dignity out in 
the barn. By no means do I say that. 

But nevertheless, I also compliment you, Mr. Chairman, for hold- 
ing hearings on the rural economy. It is a difficult situation. It is a 
little difficult for us because the further you come out our way, the 
further you move away from the markets. If you draw a 500 mile 
circle around any point in Montana, I suppose you would hit four 
or five percent of the people in the United States. 

But yet, ii you draw a 500 mile circle around southern Wisconsin 
or Columbus, Ohio, you hit 40 percent. So the options become 
better as you move away from our neck of the woods. 

I am very interested in the testimony. I v^U not be able to stay 
for all of it, but I will indeed read it and absorb it. 

Senator Baucus. Thank you very much. Senator. 

Thank you, Mr. Swain We appreciate your testimony. 

The next panel are two distinguished individuals: First, Mr. Ken 
Deavers, who is Director of the Agriculture and Rural Economics 
Division of the ERS at USDA; and second, Mr. Pat Choate, Director 
of Policy Analysis of TRW and the author of a widely acclaimed 
book, "High Flex Society. ' 

Mr. Deavers, why do you not proceed first. 

STATEMENT OF KENNETH L. DEAVERS, DIRECiOR OF AGi ICUL- 
TURE AND RU^AL ECONOMICS DIVISION, ECONOMIC RE- 
SEARCH SE. ICE, U.S. DEPARTMENT OF AGRICULTURE 

Mr. Deavers. Thank you, Mr. Chairman. I appreciate the oppor- 
tunity today to discuss with the Subcommittee the current econom- 
ic situation in rural America. I submitted for the record a state- 
ment and, rather than read that, what I would like to do is summa- 
rize some of the key points in that. 

Senator Baucus. Without objection. 

Mr. Deavers. During the 1970'8, non-metropolitan counties expe- 
rienced a period of unprecedented employment and population 
growth, accompanied by a substantial narrowing of differences in 
median family income levels betwee^i metro and non-metro areas. 

In contrast, the economies of non-metro areas in the 1980's have 
performed much less succt "sfuUy. At least three measures of eco- 
nomic performance indicate that non-metro areas have lagged 
metro areas since 1979. 



ERLC 



70 



67 



First, metro employment growth was three times as rapid as 
non-metro employment growth, 10 percent versus 3 percent. 

becond, for 1985, the last year for which we have complete data, 
the average annual non-metropolitan unemployment rate was over 
y percent 2 percentage points higher than that for metro areas. 
Almost l,iuu non-metro counties now have annual average unem- 
ployment rates over 9 percent, compared to 300 in 1979. 

Fmally, the non-metro poverty rate was 18.3 percent in 1985, 
compared with 12.7 percent for metro areas. While the metro pov- 
®*" 7 ^T^oh^ ^"'■'"S recovery from the recession of the 

early lysus, the non-metro poverty rate has been virtually un- 
changed. 

Associated with this relatively poor performance of the non- 
metro economy, population growth in non-metro areas has now 
also receded to a level below that of our metro areas, and internal 
migration m the United States now favors metro areas 
orSfc*^ /"l ^ non-metro net migration loss to metro 

areas of about 350,000 persons, and almost half of all non-metro 
counties lost population during 1983 to 1985. 

Slow employment growth, evidence of labor market stress, and 
population loss in the 1980's have been closely associated with 
structural adjustments occurring in rural manufacturing in 
mmmg and energy industries, and in the agricultural sector 

Together, these sectors employ about 35 percent of all our non- 
metro citizens, and about half of all non-metro residents live in 
counties which are economically dependent on one or more of these 
three industries. Because of the community-wide impact of econom- 
ic restructuring m agriculture, mining, energy, and manufacturing, 
counties dependent on tuose sectors have experienced a small de- 
cline m lotal employment since 1979. 

When these counties are left out, non-metro America's perform- 
ance m tne 1980 s looks much better. Employment growth of 8 per- 
cent from 1979 to 1985, nearly as mpid as for our metro counties. 

(jriven what we know about the economic adjustments occurring 
m rural America, I would like to review briefly three consider- 
ations which 1 think have to guide the discussion of public policy 

first, the rural economy is now an integral part of the national 
and global economy. That means that traditional sector specific 
and community specific policies are less able to deal with the prob- 
lems I have discussed. We cannot build rural ; osperity by prop- 
ping up certain sectors or firms in an effort to protect them from a 
highly competitive world economy. 

t>uch policies are costly, in the long run they stifle creativity and 
new ei terprise, and they reduce real wealth. Instead, in my judg- 
"T^ the highest priority needs to be given to macro policies that 
achieve the highest possible rates of overall economic growth con- 
sistent with reasonable price stability. 

No set 9f specific development-oriented policies will be able to 
woridw?de'"^ growth of aggregate demand in the U.S. and 

Education communications i transportation policies are also 
Key to rural development, an^ uicome maintenance programs will 
determine the well-being of many of the rural poor. Rural interests 
are not likely to be paramount in shaping these policies, but great 
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care is needed to assure that rural areas are not inadvertently dis- 
advantaged by the policies we create. 

Second, rural areas are diverse. Economic stress is not the expe- 
rience for all rural counties in the 1980's. Adjustments are heavily 
concentrated in the agriculture, mining, and manufacturing de- 
pendent counties, and in the persistent poverty counties which 
nave always been outside the mainstream of economic development 
and largely unaffected by previous programs of regional develop- 
ment. Tlius, careful targeting of the limited funds available for 
rural economic development is essential. 

Growth patterns in the U.S. economy generally do not appear to 
favor large increases in the share of goods producing employment. 
Thus, there is little reason to believe that the expansion or location 
of manufacturing enterprises in rural areas will play a principal 
role in solving existing economic stress. 

This raises serious questions about the appropriateness of nation- 
al policies that finance traditional kinds of goods producing indus- 
try-serving infrastructure and that promote programs of local 
smokestack chasing. 

There is some evidence that the recent decline in the dollar is 
stimulating exports of manufactc J goods. However, the long 
term effects on the rural economy are unclear. 

On the one hand, rural manufacturing, particularly in the South, 
tends to be in non-durable goods such as textiles and apparel. The 
primary competition for these industries comes not from Japan or 
Western Europe, but from Taiwan, Korea, and other countries 
whose currencies are tied to the value of the dollar. Thus rural em- 
ployment in these industries may be stimulated very little by the 
decline in the dollar. 

Agriculture faces a similar situation with respect to grain ex- 
ports. The dollar has depreciated little against the currencies cf 
many importers and has appreciated against the currencies of 
manv export competitors. 

Whatever programs are adopted need to reflect realistic expecta- 
tions about the potential futures of individual rural areas, which 
are determined to some extent by their place in economic space 
and the degree of urbanization of the region of which they are a 
part. These programs need to accommodate futures of stability and 
orderly decline, not just of growth. 

The role of State government has been substantially enhanced by 
the difficulty of addressing the diversity of rural conditions with 
national policies and programs. 

Finally, Mr. Chairman, most of the burden of the economic ad- 
justments occurring in rural America falls on human resources- 
displaced industrial workers, displaced farmers, and other propri- 
etors, and members of their households. Problems of job loss are 
made worse by difficulties that individual workers face in shifting 
from production jobs to white collar jobs in the service sector. 

Skills gained in farming, in mining, and in blue collar manufac- 
turing frequently are of little direct use in the services sector. Also, 
pay scales are substantially lower in many parts of that services 
sector. Those who succeed in making the transition may have to 
accept changes in lifestyles, as well as changes in job tasks, and 
some may have to move their residence to find new jobs 
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v,«v« K workers, particularly in agriculture, are more likely to 
have been self-employed, often in an enterprise which spans sever- 
al generations. This also makes occupational shifts more difficult 
nl^hu^^ resource policies are critical to successful ameliora- 
tion ot the current rural economic stress. 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Deavers follows:] 
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Statwnent by 
Kenneth L. Deavers, Director 
Agriculture and Rural Econaaics Division 
Economic Research Service 
U.S. Department of Agriculture 
before the 
Senate Coramittee on Snail Business 
SubcoRiaittee on the Rural Econoaiy 
Warch 5, 1987 

Thank you Mr, Chairman I appreciate the opportunity to discuss with 
the Subccxtsnittee the current economic situation in rural America. My 
testimony today will focus on changes in employment, unemployment, and 
population in nonioetropolitan counties. Ky analysis covers the period 
since 1979, which was the peak year of the previous economic expansion of 
the U.S. econoaiy. 

During the 1960's and 1970' s, the rural economic base was transformed 
from a primary dependence on natural resource activities, including 
agriculture, to a dependence on manufacturing and services. This shift was 
so great that even many farm operators spend a major part of their time 
working off the farm, and farm families as a grc jp now receive nearly 50 
percent of their cash income from nonfarm sources. Relatively greater 
dependence on goods production— the kinds of rural manufacturing industries 
and jobs within these industries— and sharp declines in natural 
resource-based industries and agriculture, have been the principal causes 
of econonuc stress in rural America in the 1980' s. Indicators of rural 
economic stress include: 

o Metro employment grew three times as fast at nonmetro 

cjRployment during 1979-85 (10 vs. 3 percent), a reversal of 
the 1970's vhen nonmetro er^loyrr^nt grew more rapidly. 
Konmetro population growth also lagged behind metro growth in 
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the 1980'6, and net migration favored «tro areas. Both of 
these conditions are also a reversal of the 1970' s. 
o For 1985, the nonmetro uneiqployinent rate averaged above 9 
percent, nore than 2 percentage points higher than the metro 
rate. Ihe nonznetro uffienployaent rate has fallen much more 
slowly than the inetro rate during the current econoniic 
expansion. 

o The noninetro poverty rate was 18.3 percent in 1985 compared 
with 12.7 percent for metro areas, while the metro rate has 
fallen during the recovery froea the recession of the early 
1980's, the noninetro rate has been virtually unchanged. 
By 1984, more than 22 percent of all U.S. wage and salary 
inanufacturing cnployment was in nonir«tro America; roughly 40 percent of our 
rural citizens live in counties primarily dependent on manufacturing (Map 
1). Ihe manufacturing sector has experienced significant job losses as 
part of the current structural realignment. In many nonmetro are^s, wage 
gains in manufacturing have outstripped productivity gains, leaving the 
industries vulnerable to foreign competition. A rise in the value of the 
dollar exacerbattrd our cocopetitive problems. Problems in manufacturing 



include: 



o Overall there was a 6-percent decline in U.S. manufacturing 
employment between 1979 and 1985. But white collar 
manufacturing employment grew by 10 percent, while blue 
collar manufacturing employment declined by 15 percent. 

o The decline in blue collar manufacturing ^obs is particularly 
serious for noniaetro areas because blue collar 3obs are 75 
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MAP 1 



Msnuftctufino-Dependent Counties 




M<nuf<ctu!lrt9 D«p«nd«nt CountHs SUndard M*tropOi*tUn Sutlsticat Aim 
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percent of nonzoetro aanufacturing enployssent cccpared to 59 

percent for metro areas, 
o Total efflployiaent in noraaetro counties dependent on 

loanufacturing grew by less than 1 percent between 1979-85. 
Agriculture a<xl mining counties (Kaps 2 ind 3) also have been under 
severe stress in the 1960's — farming counties because of the depressed 
econocnic conditions and acconpanying financial problems and equity loss in 
the sector; mining counties oecause of the failure of OPEC production 
controls and pricing strategies, ;3tnd general weakness i" prices and markets 
for other minerals. As a result, mining- and agriculture-dependent 
counties experienced declines in total employment during 1979-85 of 6.5 
percent and 0.3 percent, respectively. 

■Kiese statistics reflect the conniunity-wide inpacts of economic 
restructuring in agriculture, mining, and manufacturing. Service- 
producing eii5>loyment has been growing everywhere, but nwch core slowly in 
nomaetro counties dependent on these industries than in others. When 
counties dependent on agriculture, mining, and manufacturing are left out, 
nonmetro America's performance in the 1980's looks much better — employment 
growth of 8 percent from 1979-85 — nearly as rapid as for our metro 
counties. 

The data in Table 1 shcr*: ha** widespread are the problems affecting the 
agriculture, mining, and manufacturing sectors. Over one-half of mining- 
and manufacturing-dependent counties have a/erage annual unemployment rates 
above 9 percent. And for the persistent poverty co\inties whose 1979 Indian 
farily income level was only 60 percent of the U.S. level, more than 80 
percent now have these high levels of unemployment. Equally inportant, the 
data in Table 1 appear to reflect a fujidamental shift in the competitive 
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Table 1. Number of Counties with annual average 
uneiBployaent rates over 9.0 percent, 1979 and 1985 



County types 




Total mmbet of 
counties by type 



All Metro 
All Nonnetro 
Ag. Dependent 
Mfg. Dependent 
Mining Dependent 
Poverty 
Retirement 



33 
307 
53 
8B 
31 
69 
82 



154 

1063 
202 
377 
119 
195 
224 



654 
2443 
702 
678 
200 
242 
515 



Source: Bureau of Labor Statistics. 
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position of these rural economies since 1979, which was the peak of the 
previous economic expansion. The average annual nonaetro unenploynent rate 
is now 8.4 percent conpared to 5.7 percent in 1979. 

In additi.n to the adjusUnents already discussed, the nonnetro econccy 
is sharing with the rest of America in the structural transition to greater 
dependence on service employment. Host 30b growth in nonmetro areas since 
the late 1960's has been in the service sector, and service industries now 
employ more nonmetro workers than goods-producing industries. 

That trend has been accelerating. Since 1969, 83 percent of all new 
non-farm wage and salary jobs created in nonmetro areas were in services; 
since 1979, more jobs were created in services than were lost in 
manufacturing and resource-based industries. But service-sector job gro-.th 
has been slo-wer in nonmetro areas than in metro, especially in those 
components that serve national and regional markets rather than local 
consumers, ihus, reliance on services to generate ne-^ jobs may not be 
realistic in nonmetro areas if goods-producing sectors in those counties 
continue to decline or stagnate. 

In conjunction with higher unemployment in goods-producing industries 
in t^^ rural economy, nonmetro population grcrrfth has receded to a level 
belo-^- that of metro areas. Konmetropolitan gro-.th began to slov.- by the end 
of the I970's, and nonmetropolitan areas now are gro-.-ing at a lower rate 
than metro. Data indicate a decline m the annualized growth rate for 
nonmetro areas from 13. S per 1,000 during the irC's tc 7.4 pe- 1,000 in 
1980-85. 

In contrast, the metro rate has increased slightly from a little more 
than 10 per 1,000 in the 1970's to 11.5 p^r 1,000 during 1980-85. Although 
nonmetro gro-wth slackened during 1980-84, tnere was no net outmigration 
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until 1982-83; normetropolitai) growth vac about equal to natural increase. 
However, 1984 data doec show a nonaetro net migration loss to snetro areas 
of about 350,000 perconB (Table 2), Accordingly, reduced nomnetro 
population growth of the 1980' s may signal a return to the generalized 
decline of previous decades. Almost half of all nomnetro counties (1,160) 
lost population during 1983-85, compared with 460 that lost population in 
the 1970's, It was a similar situation of general rural economic 
stagnation and population decline that lead to major public policy 
initiatives some 25 years ago. 

Given the nature of economic stress in rural America, public policy 
discussions about rural development need to be conditioned by three 
considerations: 



o First, the rural economy is now such an integral part of the 
national and global economy that traditional sector-specific 
and community-specific policies are less able to deal with 
the problems. We cannot build rural prosperity by propping 
up certain sectors or firms in an effort to protect them from 
a highly competitive world economy. Such policies are 
costly— in the long-run they stifle creativity and nev 
enterprise— and they reduce real wealth. Instead, highest 
priority neec . *'o be given to macro policies to achieve the 
highest possible rates of overall economic growth consistent 
with reasonable price stability. Ko set of 
"development-oriented policies*' will be able to overcome 
inadequate gro'^.th of aggregate demand in the U.S. and 
world-wide. 





TSfcle Z.-njtixpJit^n-ffcnictrnpolitan MlgraUcn In thi U'" i States, IIBO-M 



Mciraticn SttBan 


: m3-Si 
t (O00» 


1982-83 
(000) 


1981-82 
(000) 


1900^1 
(000) 


ffetm-feMmtEtiD 
NtnKtio-to-«etro 
Ifet torernetn) 


2,258 
2,609 
-3S1 
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2,008 
-22 


2,366 
2,217 
149 


2,350 
2,156 
194 



RAe: tfetxqpoUtan areas as dbflnsd in 1970. 
Souras: CUmrt ftpilation auvEiy Bureau of tiv Ofengus 
Ifi^ranBd ty Etcnonlc {^search Setvias, IHJV 
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Education, coRtnunications, and transportation policiec are 
also key to rural development. And income maintenance 
programs %dll determine the well-Deing of iciny rural poor. 
Rural intrrests are not likely to be paramount in shaping 
these policies; but care is needed to assure that rural areas 
are not inadvertently disadvantaged by such policies, 
o Second, rural areas are diverse; economic stress is not the 
experience for all rural counties in the X980's. Adjustments 
arc concentrated in the agriculture, mining, and 
manufacturing-dependent co\mties — plus in the persistent 
poverty counties, which have always been both outside the 
mainstream of economic development and largely unaffected by 
previous oro'rams of regional developtnent. Thus, careful 
targeting of the limited funds available for rura' economic 
development is essential. 

Furthermore, growth patterns in the U.S. economy generally do 
not appear likely to favor large increases in the share of 
goods-producing en^loyment. Thus, thei'e is little reason to 
believe that the expansion or location of manufacturing 
enterprises in rural areas will play a major role in solving 
existing economic stress. This raises serious questions 
about the appropriateness of national policies that finance 
traditional kinds of goo^'.s-producing, industry-serving 
inf lustructure And promote programs of local "smoke-stack 
chasing," 

There is so^e evidence that the recent decline in the dollar 4 
IS stimulating exports of inanufactured goods. Ho'^ever, the 
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long-term effei * on the rural econoay «te ncletr. On tht 
one hand, rural wmufacturing, particularly in the South, 
tends to be in nondurable goods such as textiles and apparel. 
The priaary ccapetition for these industries coms not from 
Japan or Western Europe but from Taiwan, Korea and other 
countries whose currencies are tied to the value of the 
dollar. Thus, rural employment in these industries nay be 
stimulated very little by the decline in the dollar. 
Agriculture faces a similar situation with respect to grain 
exports, "nie dollar ha depreciated little against the 
currencies of many importers and has appreciated against 
currencies of major export corapetitors. 

Yet, to the extent that inproved demand for the output of the 
more urban-based manufacturers stimulates plant investment, 
some parts of the rural econctny may gain il manufacturers 
again shift product* out of urban settings into rural areas 
as they did during the 1960 's and 1970 's. But nany factors 
that led to rural manufacturing employment gains in that 
period may have changed. 

Programs need to reflect realistic expectations about the 
potential futures of individual rural areas— their place in 
economic space* and the degree of urbanization of their 
region. These programs need to accommodate futures of 
stability or decline, not just grov/th. The role of state 
government has been substantially enhanced by the difficulty 
of addressing this diversity of rural conditions with 
national policies and programs. 
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o Ihird, ttost of the burden of the economic adjustnents 
occurring in rural America falls on the human 
resources— displaced industrial workers, displaced fanners 
and other proprietors, and aienbers of their households. 
Problems of job loss are made woise by dif f iculf es 
individual workers face in shifting from production jobs to 
white collar jobs in the service sector. Skills gained in 
farming, mining and blue-collar manufacturing employment 
frequently are of little direct use in the services sector. 
Also, pay scales are substantially lower in many parts of the 
services sector. Those who succeed in making the 
transition may have to accept changes in lifestyle 
as well as changes in job tasks andsome may have to 
move their residences to find new jobs. 

Rural workers, particularly in agriculture, are more likely 
to have been self-enployed — often in an ei erprise v,hich soans 
several generations — which may also make '-cupational shifts 
more difficult. Thus, human resource policies are critical 
to successful amelioration of current rural economic stress. 



lhank you, Mr. Chairman, I will be glad to respond to any questions 
you may have. 
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Questions and answers, Senator Pressler to Mr. Deavers 
Senator presSLER: 

^' Ilir-^^f^ ^^"^ ^ 5"^'' "^^^^ °^ P"== attention recently on the 
H»^J^i^^K ^""f^y- in yo""^ view do you feel that the press has 

Si he!^LIr?^in^ "'"^ °° f^^l the priss attention 

nas helped Americans living in more u ba-i areas to better understand 
the drastic nature of the situation? unat-rscana 

Mr. DEAVERS: 

Itie press coverage I have seen of problems in the agricultural economy 
has been uneven. Overall, I think the newspaper and other print media 
have done the best job in reporting the economic stress being 
experi-nced by many farmers, their families, and farm-dependent rural 
communities. And, as a result of this media attention I believe there 
is now more awareness in urban areas of the serious nature of farm 
financial stress, -he same time, i do not believe .nat there is 
much understanding of the conplex set of factors that caused the 
current problems, or of the complexity of solving those problems in an 
efficient and equitable way. 

Unfortunately, the media have not done nearly as good a 30b of 
informing people about widespread structural economic adjustments 
affecting the manufacturing and raini.ng and energy sectors of the rural 
economy. As a result, many people think that rural economic stress is 
principally a result of our agricultural problems, when in fact that is 
only one of the causes. 
Senator PRESSLER: 

^' '^I f!S" ^'I*"^ ^" the smaller connunities of South Dakota 

ha/e indicated to me that their sales were do'-n 40 to 50 percent 
Based on your knowledge of this situation, would you say that all rural 
country have been .ffected in a similar fashion? If these 
lew sales continue, how long do you think these businesses can sur^iw? 
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Mr. Deavers: 

As I indicated m my testinony, the performance of the rural economy 
has been very iineven m the 1980' s. The stresses of structural 
economic— change slcrf 30b growth, high unenployment, and poverty— have 
been concentrated m nonmetro counties dependent on manufacturing, 
agriculture, mining and energy. Thus, problems of small business 
owners like those you describe are probably typical of communities m 
these counties, but not all rural areas of the country. Even where 
these problems exist there is really no way of knowing hcrf long the 
individual small businesses can or will survive, l^iere are many 
strategies that firms use to get through hard tiroes— but, the longer 
the difficult times go on, tne less effective these strategies will be 
m assuring survival. 
Senator Pressler: 

3) If the agricultural economy remains pretty mwch as is, will the loss of 
main street businesses continue at tjie current pace? 

Mr. Dea\.rs: 

Financial stress in farming clearly has inpacts on the local community, 
but the impacts vary enormously d^ipending on the buying patterns of 
farmers for both their business and household needs, and the amount of 
financial stress among local fanners. Ttius, mainstreet businesses m 
farming coirciamities will face different business prospects in different 
communities— none of p':ospects very bright, but with great variation. 
At some point soon, it appears that the large equity losses resulting 
from falling farmland values will end, and that financially stressed 
farmers will have left the sector or successfully restructured their 
businesses. When that occurs the pace of mainstreet business losses 
should decline significantly. 
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Senator Pressler: 

"TtL^T.rtTT^ •^^"^"^ ""^^^ '""'^^ conrmmitxes soon begin to 
affect larger communities and eventually the entire rural economy? 

Mr. Deavers: 

Large parts of the rural economy are already under stress. More than 
one-half of all nonmetro people live m counties dependent on 
agriculture, manufacturing, mining and energy industries. As indicated 
in my testimony, many of these counties now have average unenployment 
rates of over 9 percent. This represents the cumulative effects of 
several years of poor performance by these rural economies, 
t .assler: 

seve?arsafd'?hL'K^^' had with snail business owners in South Dakota, 
blnkruDt^ ^ experienced large losses due to farmers filing 
canKruptcy in your view, is this a nationwide problem? Does this 
increasingf" " ^ "^^^fi^^t nuidber of snail businesses? is this trend 

Mr. Deavers; 

unfortunately. Senator, i do not kno-^ of any national data that would 
>ll(x: c precise answet fco yout questions. We do kno-^, largely from 
anecdotal evidence, that farm bankruptcies often leave unpaid debts. 
While most of the attention has been paid to banks and financial 
institutions, other rural business, e.g., suK>liers of seed, 
fertilizer, and other inputs, may also experience losses, ihere is no 
way to assess how significant are the effects on small businesses or 
whether the trend is increasing. 
Senator Pressler: 

6) If you had only one choice, v^t would be the single best thing the SBA 

<L^L'l^^^\Ti^l'^T^ ^^""5^ sn^ll businesles and 

communities that have been hard it by the farm problem? ' 
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Mr. Deavers: 

I do not have the expertise to consaent about changes in the SBA 
program. I would repeat what I said in my testimony about the 
inportance of overall macro and fiscal policies. Ihere is simply no 
program specific action that can substitute for more rapid real growth 
in the U.S. and world econorny. To 2"hiev? this requires leadership 
from the Congress and Executive Branch. 
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Senator Baucus. Thank you very much, Mr. Deavers 
tionJ of tehVyou.'^^ P'^'**^' "'^^ '^'"'^ ques- 

STATEMENT OF PAT CHOATE, DIRECTOR OF POLICY ANALYSIS 

TRW INC, 

rJfL^^fff^ll^"^!''' "^^^ permission I will submit 
my statr -nent for the record. 

Senate »■ Baucus. Without objection. 
hiMi^^f^- '"'^'■^ f':!>'^° ^^'■^ basic points I would like to 

tt\£?lir"iLS^ScS^" ^^^^^^^ - 

hv^nH l™"'' It import^ to recognize that our rural economies 
by and large are fragile. Thus, policies that are important to the 
nation to improve our competitiveness, our abUity to produce goods 
f^^^T^' ^'■^ P^r^icy^arly vital to our rural comniunities. Over 
the past 40 years a basic economic shift has occurred in thousands 
ot small communities, a shift in whicL those economies have 
become increasingly dependent upon the location of one or two or 
three manufacturing facilities. 

thS'hf^ciT'* ^ "^""^^^ ^' a better, more 

p3S^ri,f.i "^acroeconomic policies is vital and essential to 
enablmg rural communities to face a more prosperous future, in 
2^f.^r insufficient. There are a seri5 S 

microeconomic mterventions that are going to be requireu. 
H^L J"""^ ^ ^i*"!^ ^ tbat se-vic^ arxd retail ac- 

q'^-'-'" l^"^ of the employment growth that Mr. Deav- 
flf-^ F'^i,^'^^ bave pointed out. But when one goes back and 
S^Sh h^lr^f T ^ ^ significant part of that 

Smminities ^ ^ manufacturing base in these small 

Hn^iSn*!l^i?H'5 "janufacturing, the value added that that pro- 
duction has created, that has made possible the grovrth in much of 

Sdvmg those manufacturmg jobs, strengthening those firms, be- 

mu^ti^Zfir^^ ^ ^^"^ "^^^y 0^ those rural com- 
munities and their economies. 

oeSd ?i?6 7h?nrv?^,^^,^i:- bds presentation that in the 

^inin ,2! *^J?'^"eh 1984 there were about 270,000 new jobs cre- 
ated m manufacturmg m rural areas. What was equally significant 

Tr^lf^ ^^n* '^2 P^'-^"* °f those jol^SS^e ctSSfby 

smaU firms and 30 percent by large business. 

J ^ ^."egests to me is that rural communities have a very 
feSlit^^n'Jl?'^ m seeing both lai^e and small manufacturiS 

In my testimony I point to a couple of basic actions that I think 

uft^^jit "^^^y- '^^ ^'"^^ fo'- American man- 

ihpS n^„5?°^'f -r.-^^ ^"^1' *° increase automation of 
Uieir production facUiti^. And the reason for this is summarized 
by an experience of the Yamazaki Machinery Works in Japan. 

~tito?^ I-'TqU'^v *° ^bat is happening with our com- 

petitors. In 1983, Yamazaki's plant was already one of the world's 
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most advanced machine tool factories. With less than one-tenth of 
the 3,000 workers needed in a comparable facility— in a facility in 
the United States for example— that plant could already turn out a 
compact, numerically controlled lathe in two weeks, compared with 
three to four months for American competitors. 

Using the new flexible system the company introduced in 1983, 
however, that plant can now meet its previous output with one- 
fifth of the personnel— that is 39 employees, compared with 195 
using its old systems— less than half the equipment previously 
used, only two-fifths of the floor space, and one-third the process 
time. 

Now, that is the type of competition that rural firms, both large 
and small, are going to have to face. One of the reasons that for- 
eign competitors in Japan, for example, are able to automate so 
readily is because that nation lias put into place public policies 
that support such activities. 

Specifically, the Japanese give their small firms a 53 percent 
first-year tax deduction for robotics investment. They have a na- 
tional leasing company to lease automation equipment to compa- 
nies, thus reducing their initial capital costs. And they offer special 
long-term 2 and 3 percent loans to small- anv' medium-size firms to 
help them get right to the cutting edge. That is important. 

Plus, they support the Japanese Robotics Institute, which goes 
out and gathers the best technology in the world and brings it 
back. Indeed, what the Japanese have done is set up the equivalent 
of a county agent system for automation, to give people the techni- 
cal assistance they need to get to the cutting edge of technology. 

Moreover, the Japanese government now spends a quarter of a 
billion dollars a year on automation research. The latest numbers I 
I;ave for the United States were for 1985, when we were spending 
about $50 million a year, and $40 million of that was for military 
automation, not for the type of automation that small manufactur- 
ers need. 

The second question and a second major issue that these small 
manufacturers face is how do they get the long-term money they 
need to make the investments? Now, for big business, the primary 
problem is not one of getting the money; the problem is that the 
money they get demands that they act short term, seeking quick 
results and short term earnings. 

For the small firms, they simply cannot get the long term 
money. Indeed, research that I have seen suggests that 85 percent 
of the loans of a million dollars and less to these small firms have 
a due date of 5 months. You cannot think long term with 5 month 
money. 

What I am suggesting is that perhaps we need to take a look at 
the creation of some new devices based upon secondary markets, to 
^ind some ways and means that permit our major capital institu- 
tions, our pension funds, our banks, and other financial mecha- 
nisms to channel billions of dollars into the small business sector 
through the creation of a new secondary market. 

So in sum, what I am saying is that many things need to be done 
to improve the vitality of small business. A big part of that is 
macro policy, but there are dozens of other micro policies such as 
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the two that I am suggesting here this momir.g that really do 
ment senous consideration. ^ 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Choate follows:] 



ERIC 



go 



90 



St«t»a0nt 



Pat Choate 
Direct'^r of Policy Artalysis 
TRW Inc. 



Before 



The SubCooAittee on the Rural Econoay and FacBily Faramg 
The Senate Sfliall Business Cofflnittee 



United States Senate 
One-Hundredth Congress 
March 5, \9?7 
Washington, D.C. 



I1r« ChaWnan Hembers of the Coanitteei 

1 honored to have this opportunity to share with you sone 
thruglils on the state of America s rural economy. And m 
fairness to vou and ay employer, TRW Inc., I emphasize that the 
views I offer do not necessarily represent any position other 
than my o^n. 

"Trouble lo Rural Araerica 

r^s other witnesses will document* the economies of rural Aacrica 
are neavily dependent on manufacturing efaploysent. Indeed, the 
'cbs and prosperity of thousands of soall coAsunities across 
;^.nerica Jepend on the fate of one< two, or. at no3t» a handful of 
^ffiai I and ^ediun sized oanuf actur inq facilities. 

And this if risky because U.S. industry is losing position in 

the world marketplace. These losses are occurring across the 
economic spectruo in the ba ic. high-t^ch, service and 
{Agricultural sectors. 

Reversing this economic decline requires special attention to the 
LOtRpeti ti venes*i of the national econony. This, in turn, requires 

aaior shi-^ts in trade, fiscal, nonetary, and exchange rate 
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policiei. At th« same tiwt, there ire a nu,4ber of other 
ffluroeconoBic policy shifts that are vital to the creation of a 
ttore corp*etitive small business sector, a key element in any 
lonq«r-ter(ji e>fort to strenqhthening our nation s rural econoaiy. 

Ihe most important of the^e are actions that can? <a) speed the 
roboli^^tiyn of .^asric^n industr, , iif q% and s«dU; and tb) 
uicry^rie the fioN of long-term capital -to small businesses. 

^THe ftutoqat*iof> Factor 

If A«eritan manufacturing operations, large and stall, are to 
•^egain their competitiveness, they (oust have the cost savingi, 
iiexibility, and qualitative mproveotnts that automation eakes 
possible. 

Yet, Afflerican manufacturers have been aiarkedly sloner m 
introducing automation technologies than have their coepetitors 
abroad. In 1980, for example, the United States possessed 13 
percent of the world's robots. Because of the lagging pace of, 
U.S. automation and the accelerating pace of automation abroad! 
Aaerica will possess less than 10 percent of the world's robots 
by 1990. Todav, Japan has eore than three times as many robots 
in operation as does the United States. 

The effects that automation can have on a firm s competitiveness 
are illustrated by the experiences of Japan s ramazaki Hachinery 
Works. In 1983, vamazaki's ninokamo plant was already one of the 

world s most a.lvanced machine tool factories. With less than 
one-tenth ot the nearly 3,000 workers needed in comparable 
conventional facilities, the plant could turn out a compact 
numerically controlled lathe m two weeks, compared with three to 
fcur months for Yamazaki s overseas competitors. 

Using the new flexible system, however, the Minokamo plant can 
now match its prfvious output with one-fifth the personnel <39 
employees comparad with 195 using the old system), less than half 
the equipment (43 pieces compared with 90), two-fifths of the 
floor space (6,600 square meters compared with 16,500), and 
one-third the process ti«»»e (30 days compared with 91). rhe plan*: 
requires no drawings, moreover, j)frt^use the new system is 
connected to the CAD/CAM Center at Yamazaki headquarters nearby. 

''amazaki s experiences; reflect that Japan, ot all nations, has 
been mo-^t aggressive in fashioning a long-term infrastructure of 
automation, rhe Jepanese government is financing a multi-hundred 
million dollar long-term research effort on automation| it 
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permits a 53 percent tirst-year tax deduction tor robotics 
uwestffient; it has tormed a national leasing company to lease 
automation equipment to companies, thus rsducing initial capitol 
costs; and it offers small and (nedium-sized firms special 
low-interest loans for robotuation. 

^he Japanese qov^rnriont al«o provides "fiiiancmg for the Jaoan 
Industrial Robo': Association, wnich conducts research on robot 
(id>^ketinq and application techniques and monitors global 
technological developments and patents, which are translated into 
Japanese and distributed. 

By contrast, tne U.S. government does not monitor the automation 
efforts of other nations, offers no technical assistance to 
firms, provides no special incentives for firms snail or large 
— to automate, and funds little nonmilitary research on 
autonat ion. 



For both «=mall tirtns and large corporations, quick results and 
short-term earnincis have become their obsessive goal. By ceding 
the future to the present, i^sterican business has greatly reduced 
its capauity to uope with foreign competitors whose actions are 
shaped by long-term perspectives. Indeed, it is the short view 
of rtiaer icdji business, (nure than anything else, that threatens the 
long-term vitality of the economy. 

for big business, the primary source of this short-term myopia is 
the unrelc?nting pressure of fma'Cial institutions pension 
funds, insurance companies, f ou'.dations, investment companies, 
educational endowments, trust funds, and banks — for quick 
results and hioh quarterly earnings. For small business, the 
priQary source of these short-term pressures is their inability 
to secure long-ternt debt financing. 

The key action to reduce the short term pressures on big firms is 
to place a stiff tax on the short-term speculative gams of the 
tax-free trades of financial institutions. 

If small business is to get the long-term debt financing it 
requires, new mechanises are required tha. can help infuse nore 
long-tertn affordable cipital. The model that best demonstrates 
how to provide these monies is the secondary market for 
residential mortgages. 
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Prior to World War li, banks and savings and ioans were unable to 
tie up their capital and deposits in long-term mortqaqes because 
there wab no iecondarv market in which they could sell a mortgage 
Should they require liquidity. Banks or insurance conpanies ;n 
New york, Chicago, Los Angeles, Dallas, or Atlanta, for example, 
were uninterested in buying a mortgage on a house in rural 
iJklahOflia, Arkant,ac, or Montana. ]ne individual transaction was 
too small, and the bank would have difficulty servicing the debt 
(uoUectinq paym^nib, ensuring oayment ot taxes, etc.; or 
arranging a rebaie if the homeowner defaulted. 

Before the maiof tinancial institutions could channel significant 
long-term investment into housing, mechanisms were needed to 
overcome tnese proUiems, Since the costs and risks of starting 
such a faechanibm were too great for private investors, government 
action was required. Responding to this need, the government 
established the Federal Hone Mortgage Corporation, The Federal 
National Mortgage Asbocation, and the Government National 
Mortgage Assoriation, 

These mechanisms have helped create a secondary market m housing 
mortgages. Ihey do sc by purchasing mortgages frosj banks, 
savings and loans, and other financial institutions, bundling 
many small mortgages mto a large mortgage-backed security, and 
then selling that new security to banks, pension funds, 
businesses, and individuals. In turn, these new financial 
instruments are traded, much like corporate or government bonds, 
>he savings mstituion or bank that originates the ^nortgage 
recoup, 00 to 10^; gercent of the loan funds, money which can then 
be reinvested. fhe local financial institution also receives a 
<ee to bervice the li-divioual mortgage it sold. 

The broad secondare market in housing mortgages has created a 
safe, convenient /neans tor financial institutions to channel 
hundreds of billions j4 dollars into long-term housing mortgaqes. 
.'he cvailability o^ these funds has ff,ade possible .onq-tera 
mortgages, low down payments, and dozens of other innovations. 
As a consequence, \he housing u.dustry has been r evol ut ; oni :ed 
and two-thirds of n.nericans now live m their own homes. 

As with housing r> a 1 1 -c en t ur y ago, the secondary market for 
small business lod, ^ limited now. Insurance uompanies, 
pension tund^^, large bd( ks, and wealthv individual investors are 
unwilling, for understandable reasons, to buy a small business s 
loan from a bank. Ih.f transaction costs are high relative to 
potential orofits, fne major financial institutions have little 
or no knowledge ot t^)? urm or its executives. Betore -najor 
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financiil institutions hi 11 channtl th«ir fu-ids into long-term 
small business tinincing, they require a «echanis« that can 
pdCKage fflany small business loans into a broadlv backed, larqe 
security that can be bought and sold Hitn ease. 

A device to stimulate the secondary market in industrial 
mortgages has been conceptualized by economist Michael Kieschnick 
and ottered as legislation by Congressaen Charles Schumer and 
John La FalC9. Ihis device, called a Federal Industrial nortgaqe 
Corporation (FIMC), would acquire a portion of individual seiall 
business loans from local banks and package the« into a larger 
security that could be sold and traded. The bank that originated 
the loan would be paid to service it, and Hould also recoup part 
ot Its funds for reinvestment. Since the local banks would hold 
Su to 40 percent of the loan, and thus would share any losses, 
thev would likely be prudent. Enabling banks to nake 
standardized long-term loans cf five, ten, and even fifteen years 
to small businesses would reduce many of the short-term financial 
pressures that these fircis face today. 

host significantly, the FIHC would provide pension funds, 
insurance cocipanies, and other large institutional investors with 
a safe, convenient vehicle to channel billions of dollars into 
long-term loans for small business. These funds would enable the 
most dynamic sector ot the U.S. economy to take a lonqer-tera 
vieH, prosper, and m the process, increase the flexibility 
required tor American entrepreneurs to innovate, compete and 
generate jobs. 

The PlflC would be ot special benefit to small communities, 
because tnev are so dependent on small businesses. 

ConcJus^ioQ 

While laproving in U.5. economic comoet i ti veness is important to 
the entire nation, it is particularly important to rural 
communities. Their economies are far less diversified than those 
of urban areas, and much more dependent on manufacturing. 

Reversing recent declines in U.S. competitiveness will require 
many actions tnacroeconomic and microtconomic taken over 
.Rdny years by all segments ot our society. But among the most 
important ot tnese are those that will enable firms in small 
cominmunities to invest m state-of-the-art automation and 
technology, if that is to be, nays and means are needed to 
provide long-term money. 

fhank you and 1 look forward to your questions. 
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Senator Baucus. Thank you very much, both of you 

?ou a?e rlliLd to it " yo"*" responsibility, I know, but 

o„!fi"* ^Jj^^^^- ^ '■®*".y "^^""0* comment on overhauling the 
«n^f ^ T 'i?^* .P^^ of the extension system havl 

done an extraordinarily effective job in reaching for examnlp 
some of the displaced farmer families. I am fSlkr with a JrS 
En^n^»?!i^^-^^''^' "^f^ f""dS' has become a m^iloi 
bg thit ^ip«V" i counseling, providing train- 

thP for^ SI ^ possible for families that have decided to leave 

tk,n toThe'^nrflrm S^^^^^ *° "^^'^^ ^ ^"'='=«^«f"l 

tv,L*?il"f ^^f^^ f ® '"^^i^ *he extension program that show 
that that network can m fact reach the kind of problems we are 

S?'«Lnt ""'^^ ^ ^"^ '•^^"y ^ to talk! 

sir, about overall reform of the system. 

thflSe?"*! ?hink?M-« ^""dering. Mr. Choate, you mentioned 
S^mc're^ioughtl^^^ ' have given 

Mr. Choate. Well, I have spent about half my career working on 
rural development activities in Tennessee, Okihoma Ind Adds 
lachia. And one of the things that I alwayrfS wat that the 
couiity agent system was extraordinarily effective 

Ihe county agents understand the leadership structure in those 

?y Thrsi^'nll^fV'^^^ ''^'}^ P«°P^« ^^thin the commun ' 
ty. iney simply understand what is going on. 

fii rSo*? thp iJ^*? "^^^l "^^^ he beneficial to find some modi- 
ned roles for the county agent system, whether through an append- 

^re^StUTrp 'te^' ?u ^'^^^S ^y^*^'"' to buSd rthe 
«nmp nf f v,i5 A-^ already there, to help small businesses make 

tS terhnnl^^^^^ °?^y *he introduction of automa- 

^ ^' ""derstand global markets and what 

reSr«w«r^Tc"'- ^ ^"^ sorry, Mr. Deavers. You said you were al- 
Zl^r:\lSiS^tiT^Z^^ ~^ *hat are 

h|us»aP^^^^^ mJ^^^^Jl 
Office under authority of the JTPA program. There a?e othe? pr(^ 

crJi.;t'l-lyif; ^ho will be testifying on a series of Wisconsin pro- 

£ £th to &n ft^^f'^'TP'"' ^."^^^ has been abl? to 

00 Doth to he p farm families as well as to help communities that 
are facing serious economic adjustments. '-"nimuniiies that 

in that'Ivstem w^lnl^^'A*-^^? l^^^"^' '^^^'^ ^ome models 
broadly. "^"^ ^ generalized and used more 

DlJflH?n°^o n^^ If"^"^ othe'- comment that might merit ex- 
rim?e S;e^lL T^t '^n'""?^^ Commerce operates a^ commercial 
service overseas. I know the Department of Agriculture has been 
veiy good on agricultural sales. It might be woiS fiploring wheth 

t^eDlu^rtV^i^r^^^' H?u*h« non-agricullural acKies of 
the Department of Commerce with the county agent system, again 
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into an expanded program to assist medium- and small-sized manu- 

Senator Baucus. I would like to explore a little more the implica- 
tion that I think you are making, 14r. Deavers, that the growth in 
the greater number of jobs in rural areas are in services as opposed 
to, say, manufacturing. , . x • n 

I think in some of the literature and commentators, aistoncally 
anyway, are implying that it is not all that bad. It is my view that 
it is bad. Sure, the United States, to some degree, will have expand- 
ed services because to some degree we have the income. Although 
that is changing now. . . ^ * 

On the other hand, it is my very strong opinion that the strength 
of the services really depends upon the strength of manufacturing. 

This country can not allow itself to be trapped into the viewpoint 
that it is okay for America to move a little away from the manu- 
facturing based economy to a service economy. I think that is a 
trap. I think we will find ourselves more and more trouble down if 
that is the case. . . i 

In fact, I think that the chances of manufacturing firms, large or 
small, in rural America will grow to the degree that the country 
helps to encourage manufacturing. One will spawn the other. 

Financial services also follows manufacturing. If we lose manu- 
facturing, we will lose the financial services. In fact, that is hap- 
pening. Tokyo is becoming much more the financial capital of the 
world than was the case years ago. 

It was not so long ago that Great Bntam thought it could lose its 
manufacturing base and still be the world's financial center. What 
happened? It lost it. Why? Because the financial institutions go to 
where the manufacturing is. They came to America. New York 
became the largest financial center in the world. 

But is slipping. Now they are going to Japan because of the 
growth in manufacturing. 

So I encourage all of us to work very hard to build a manufactur- 
ing base generally and targeting rural areas. 

Mr. Choate, you made an excellent point, that is, the problems ot 
finding long term capital, is a problem for rural areas. You men- 
tioned perhaps a secondary market program or a pool. 
Could you please talk a little more about that. 
Mr. Choate. The Small Business Administration has operated a 
small secondary mortage program for several vears. The most 
recent GAO study I have seen of that program I believe was done 
in 1984. And what intrigued me about that study was that I think 
somewhere in the neighborhood of 70 percent of those moneys 
came from first term loans from SBA. , 

One of the things that this indicated is that you have a series ot 
businesses that get started, that get the initial venture capital and 
really get going. But to go to the next stage of expansion, they 
really needed some 5 and 10 and 15 year money. And the data 
put— that was put out by the General Accounting Office indicated 
that that seems to work very well. . ^ 

Beyond SBA loans, though, most firms do not have access to that 
sort of a mechanism. And more importantly, in small communities 
such as May Pearl, Texas, where I grew up, or in small to^yns in 
Montana, small firms seeking 10-year money find that it is virtual- 
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ly impossible to obtain that money outside of a New York financial 
center or a pension fund. 

And even if they could make a contact, the transaction costs 
would be so high that it just would not pay that financial institu- 
tion to make available a small amount of money rather than the 
large amount that a big corporation like TRW, for example, might 
request. 

But it seems to me that in the industrial mortgages, much has 
occurred m this country in the thirties with housing markets, tha* 
there is a way that we can use our banks and others as a retail 
network, permit them to sell part of that paper to a central mecha- 
nism that could be created by the Federal Government, end then 
maybe some day be privatized; that they could then bundle ud lots 
of $50,000, $100,000, and $200,000 loans, put them into a $?0 
$1UU million instrument, and then go to the pension funds and 
others, where it gets to be attractive and where it is convenient to 
those institutions. 

I think that would be very useful. I think it would be useful 
among other reasons, because it would provide those financial insti- 
tutions, which have billions of dollars, a safe, convenient, easy in- 
strument and mechanism by which they could then begin to chan- 
nel billions of dollars to our small businesses in both urban and 
rural areas. 

In my own view, that is going to be essential, not only to the 
economy but to both the rural and urban areas for the simple 
reason that our small businesses are creating about 70 percent of 
our jobs. That is true nationally and the data presented earlier by 
the other speakers indicate that it is true there. 

So what we really need if we are going to capture that vitality, 
we need to find the ways and means to channel that long term 
money. 

Now, in my own mind's eye, this is a role that only the federal 
government can fill to in effect prime that mechanism, to get it to 
kickstart, to get it going. It was necessary in the housing markets, 
and because we did it as a country in the housing markets, most 
Americans now have access to long term mortgage money. 

1 am suggesting that, for the same reason, we need it for small 
business. 

Senator Baucus. I think that is a good point. A few years ago, 
analysts were saying: My gosl., look at Japan; they have got their 
Mill, and so forth and they plan a little bit more; why should not 
Amenca plan And all that concern raises hackles over here, justi- 
fiably, I might add. 

But the fact is we really have had two industrial policies in this 
countij. One is housing with HUD and FHA and the deductibility 
of mortgage interest, and so forth. 

And the second, to some degree, has been agriculture with REA 
and the farm program. Frankly, as important as it is to have ade- 
quate housing and strong agriculture, we also have to pay more at- 
tention to the kinds of technological development and pools of cap- 
ital to help spur some technology development. 

I an not talking about just high-tech. It is high-tech and mid-tech 
and low-tech. We are into a technological revolution and we 
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have to develop some kind of a national policy that pays much 
more attention to that. 

Mr. Choate. And I would go one point further on this and say 
that much of the capital we need to do what we are talking about 
already exists. It is found in our pension funds and institutions and 
other organizations. But what we do not have is a channel or a 
mechanism or a device to make that connection between our small 
businesses and that capital mechanism. 

And we need some way to open that up. And so I think a second- 
ary mortgage mechanism here can really do it, and I think it 
would benefit this country enormouslv. 

Senator Baucus. That is an excellent point. I know it is a big 
problem in my state of Montana. It is very difficult to get the cap- 
ital. I hear it all the time, and nobody yet has come up with a sure- 
fire solution. Many are working on it, but it is a very significant 
problem. 

One final question. Mr. Deavers, have you given any thought to 
che effects of deregulation in the transportation or banking indus- 
tries on rural small towns? Have you had any chance to analjrze 
that at all? 

Mr. I^VERS. We have been doing some research on that, Mr. 
Chairman. What I would say is that the evaluation is not complete 
and the effects of deregulation in terms of their relative impact on 
rural communities versus the country as a whole differ probably by 
what sector you are talking about that has been deregulated. 

In the transportation area, for examp la, it appears in terms of 
airline deregulation that many small rural communities now have 
more frequent, but higher cost, service than they had before. And 
the question is is that better or worse service? 

It is clearly more accessible to some people who can afford to pay 
for it, but it is also a situation wliere it is not the same kind of 
service that those communities had become accustomed to when a 
portion of their service costs were subsidized. 

In the banking aroa, there is some evidence, I think, to suggest 
that the spread of relationships among city center and financial 
center banks and smaller rural institutions does two things. It 
makes possible a wider range of investment opportunities for those 
rural banks, and it can give, if you can figure out some way to deal 
with the transaction costs for the city center banks, as Dr. Choate 
was talking about, it can in fact pool resources to bring larger 
loans, larger pools of capital, back into rural communities. 

If you look at the behavior of banks in terms of their portfolios, 
what matters is not whether they are rural or urban. What mat- 
ters is their size. Rural banks by their very nature are small banks, 
and they therefore have different behavior in terms of the portfolio 
choices they make simply because of their scale. They are more 
risk averse. 

If we can fi^re out a way of making use of the financial center 
banks' capabilities and channeling those capabilities to investment 
opportunities in rural places, I think that that can in fact have a 
substantial potential. And deregulation I think can facilitate that, 
but it will not make it happen in and of itself. 

In communications, what I would say is that the jury in commu- 
nications is really out, the reason being that the communications 
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infrastructure in many rural communities is not very modern. 
Ihere has been a lot of talk about how an information economy 
trees people from being employed in large places where they are in 
close comniunication with others, because telephonic communica- 
tion then becomes a substitute for being physically close to the 
person. 

Well, that assumes a number of things about the quality of the 
communications infrastructure that is available. You cannot, for 
example, have an information based rural economy with multi- 
party lines and the absence of digital switching. And if you go to 
small rural communities in many parts of this country, what you 
tind still is no digital switching networks and multi-party lines. 

That by itself will mean that many rural communities will not 
be able to compete in the kind of job generation in the information 
industry that many people have assumed would make them better 
competitors. 

So I think there are some serious issues in terms of the adequacy 
ot the rural infrastructure in the telecommunications area, sir 

Senator Baucus. I appreciate it. That is a very interesting state- 
ment. 

Could you explain to me, as a non-expert in communications, 
what digital switching is? 

Mr. Deavers. No. I am at the same point. There is a researcher 
at the University of Washington who has been pointing out to me 
the need for digital switching, and I have asked him the same que.s- 
tion and the language he gave me in response was an engineer's 
response. And I will not try to repeat it for you, sir. 

We can try to provide something for the record. 

Senator Baucus. Dr. Choate, do you know? 

Mr. Choate. I know less than Dr Deavers. 

Senator Baucus. I hear that all the time. For example, Memphis, 
Tennessee, has niore WATS lines on a per capita basis-I may be 
wrong on th^than any other community in the country because 
It has a much more sophisticated telephone system, including digi- 
tal switching, and It IS a way to generate more businesses for Mem- 
phis. 

I heard someone else make the same point that you were 
making. That is, if a part of the country, particularly a rural irea. 
wants to grow, it has to put the bee on its telephone compa.. ,s to 
make sure that it converts to digital switching. 

I notice that the Senator from Iowa is here. Senator Harkin, ar.y 
statement? ' •' 

STATEMENT OF HON. TOM HARKIN, A U.S. SENATOR FROM THE 

STATE OF IOWA 

Senator Harkin. Mr. Chairman, I do not have a statement. I 
apologize for being here late. I am interested in the subject of the 
hearings today. I was just catching up on reading some of the testi- 
mony of the first few witnesses here. 

I wondered if I just might, Mr. Chairman, have a minute to 
make one brief observation and ask Mr. Choate— is it "Coat"' 

Mr. Choate. "Chote " 
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Senator Harkin. Mr. Choate a question. You caught my eye 
when you started talking about the automation factor, and you 
mentioned this Japanese plant, the Yamazaki Machinery Works. I 
am not familiar with that particular one, but I am familiar with 
some of the other ones i i Japan and what they have done v/ith au- 
tomation, having been there a number of times myself. 

You said in your testimony that American manufacturers have 
been markedly slower in introducing automation technology than 
have their competitors abroad. And then in your last paragraph, 
you said, by contrast, the U.S. Government does not monitor the 
automation efforts of other nations, offers no technical assistance 
to firms, provides no special incentives for firms, small o** large, to 
automate, and funds little non-military research on automation. 

I think there is perhaps one other thing that you forgot to men- 
tion. You see, the Japanese Government has a policy that no one in 
Japan will ever lose a job because of automation. No Japanese indi- 
vidual will lose a job because of automation. 

If automation replaces that person, that person will be ret -ained 
and replaced on another job of equal pay. Right away then, you 
have got a built-in support for automation. You have got all the 
workers out there. . 

And that is sort of the problem we have in this country. Obvious- 
ly there is a threat to automation for people who have to feed and 
clothe their families and pay their mortgages and everything else, 
and provide for their families. And so I daresay that if our govern- 
ment had such a policy, I think you would find automation would 
be more readily adapted in this country. 

And that is just one thing that I happened to find out in Japan. I 
was wondering how they could automate all these things and they 
did not have worker uprisings. Well, that is why. 

Mr. Choate. May I just make a comment on that? There have 
been some surveys done by Daniel Yankelovich that I find to be 
just fascinating along the lines of your comments. What they find 
is that about 70-plus percent of the American work force is very 
enthusiastic about technology. They think it has improved their 
lives, they think it has improved their work. 

Senator Harkin. It has made their jobs easier. 

Mr. Choate. It has made their jobs easier, ended the three H s of 
work—hot, heavy, and hazardous. Only about 25 percent, 30 per- 
cent, are worried that technology is going to throw them out of a 
job. 

And of course, they are wrong. I moan, the fact of the matter is 
we are losing about two million jobs a year that disappear because 
the jobs disappear. I mean, they are gone. People become out of 
work because the jobs disappear. 

I could not agree with you more. The country really does require 
a comprehensive, efficient dislocated worker program. We need to 
go back and make the employment service really work. 

I mean, here is something that is within commuting distance of 
every worker in America, 2,400 local offices. It only touches about 
7 percent of the American population and gives counseling to about 3 
percent, testing to about 2 percent. 

Our training programs do not assist these people. There is going 
to be a relocation need. We do not have that. I think the Japanese 
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are very wise in some policies that we should emulate What thev 

tAlil ^'^f^^^y "g^*' at the same time you have got 

Sn SIvP thP^^*^.^'""''"'" P'^^^"^ ^ deal with it. Now, if /ou 
«1 f ^^f automation you can get the productivity that i^ neces- 
san^ to create the service jobs, because they are linked 
rr^If^l'^^L'' ^"'''i^^ ne^y jobs, but if you do not have the auto- 
workpr ^.rn.^'^ ^"""^ ^ ^0 not have the dislocated 

XSr^Sf^S% '^'^^ ^ -PP°^ to help 

Senator Harkin. I appreciate that. I was on a line one time in 
Japan and I asked I just asked. I said: What hap^Sned to aU the 
KoLteTL^S'*'.;;? fZ ^««^bly fire with noth SI 

robote J^SaidT ^^PP'"^ *° P«°Pl« that thi 

And they said: Well, some of them are making robots. You know 
that IS not a bad deal. It is that Wnd of a thing, you see. ' 
r„S L?P'"^'fH ^J^°'^' ^t is a little lit off the subject of 
fmm ^ ^""^ ^ "ke I am sure my colleague 

ZZ ^?p«??^' ^ ^eiy concerned about what is happening tolu? 
K fn ^- t"'^ Montana is not a heck of a lot different than 
IZ J? -r^*, happening to some of our small towns and our 
communities, losing our small banks. 

Dea?er<,°HiniJ,,?'"^' "^^"tioned in your testimony, I know Mr. 
iJeavers did, about manufacturing now sort of replacing agriculture 
iou'^i.iJ Innf throughout the TJnited^sSs And 

entef ^7 S-"* ^1^° ^^'^ heavily serviceH)ri- 

t^'^^iJ ^Ly°" have already talked about this, I 

S ffild'^Jf h?r"""'" P°^"^ I '^-d °f --ted 'to' 

nrK^i^fli^^^-/'^*"^'^' the transition in rural economies from a 
principal dependence on natural resource industries, including ag- 
riculture, began post-World War II and happened most rSfytn 
the fifties and six les So that by the time we entered the severties 
sTrScelndiLtri? '''''''' - manufacturing'oiTn 

l^^a"r*eteX"r5iS^^-'' '""^ ^^'^ 

The service economy is-let me go back to the point the Chair- 

KwTvfonf^'""'"'"; '^""°t have some kinds of se^Tce 

in?in S2"*\?'^"i'^^'^tunng base. What has clearly been happen- 
ing in the eighties in rural areas is that in the rural communities 
wheJe Sn. «nV' where manufacturing Sroub^ 

no't'Sowi'^Je^yl^^^^^^ -'^tor is 

st^rSrJ^«i-?f'"'""^l^™^"''? "^here we do not have those kind of 
structural adjustments occurring, most of the job growth is in serv 
ces and that job growth is fairly rapid. But you cinnot hlvf a con- 
tinual deterioration of the goods producing sector and have rajw 
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service growth at the same time. This decade has demonstrated 
quite dramatically that that is true. 

Mr. Ckoate. If I might, I would extend that comment to say that 
as a country we need to make two basic distinctions. One is be- 
tween industrial production and industrial emplo3anent. 

We need the industrial production because it provides a base for 
the balance of the economy, or part of the balance of the economy. 
But the only way that we can get that industrial production is to 
have less industrial employment, rural and urban. It means we 
have got to go the automation route. 

The second basic distinction that we need to make is between 
manufacturing and service sectors of the economy. Manufacturing 
produces about 30 percent of the v ilue added of our economy. That 
value added is the firm foundation for the other 70 or a good por- 
tion of the other 70 percent. You lose the manufacturing base, by 
definition you are going to lose the linked service industries. 

So what it really says to us as a country, to save the manufactur- 
ing base and the industrial production, even at the sacrifice of the 
industrial employment, we have got to automate, we have got to 
get the technology and the capital equipment in there quickly. 

If we do that, we can save the service base. If we can expand the 
industrial production, we can expand the service side, as Mr. Deav- 
ers, Mr. Deavers, was saying. And in the process of doing that, we 
can create lots of good jobs, well paying jobs for people. 

Then the question becomes one that you spoke to earlier. Sena- 
tor, and that is how do we retool today's workers for tomorrow's 
jobs, and how do we do that with speed and with a minimum of 
disruption. 

Senator Harkin. Thank you very much. Very stimulating, Mr. 
Chairman. 

Senator Baucus. Thank you very much, both of you. I wish we 
had more time, but we have others following you. 

Our next panel will be: the Honorable Charles Cook, State Sena- 
tor from New York; Dr. Glen Pulver, Department of Agricultural 
Economics of the University of Wisconsin, Madison; and Dr. Mark 
Drabenstott, Research Officer and Economist for the Federal Re- 
serve Bank of Kansas City. 

Senator Cook, would you please begin. 

STATEMENT OF HON. CHARLES D. COOK, A STATE SENATOR 
FROM THE STATE OF NEW YORK 

Senator Cook. Thank you very much, Mr. Chairman. 

I want to congratulate you because I think that you are, instead 
of looking at the immediate present, beginning to look at the im- 
mediate future, and I think that is perhaps a very positive move 
that is overdue. 

Just to give kind of an apologetic for how I happen to be involved 
in rural issues co ...ng from a State like New York, I vrould indi- 
cate that my senate district contains more people than the State of 
Wyoming. 

Senator Baucus. How many people is that? 
Senator Cook. 300,000 plus. 
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veira aSTlSrfnr^" Rural Resources was created some three 
years ago to perform somewhat the same task that you are ner- 

t^aTar^e ?omi?^ n^'^.*'^ *° '"f socioeconoC ?han?es 
that are coming into the rural communities and to trv to develon 

I will not repeat much of what I have said in my preoared re- 
marks because I think they are repetitious of thing? thft have been 
sSake'r^'ha'v^e'^ii^ perhaps emphasize some of the pointe othe? 
speakers have made; one of those points being oui perceution that 
iL'^Hr'tf^^ emphasize the sScio and eTonomirfnSXtbS 
tT nf f'^Sf* L^f^- To to talk about economic development 
a^d not talk about sociological development is not going to do the 
job, and vice versa, you obviously cannot develop a socill policv if 
you do not have a strong economic policy. ^ ^ 

triJJ/v ^-^^^^ *ha* was made is the Nation is ex- 

thaT vou rF±r^1 f therefore one of the things 

that you as Federal legislators could be aware of is being flexible 
enough in devising various Federal programs that, when Stet^ or- 
ganizations such as the Office for Rural Affairs which we h^Tiult 

fhrS^otrural a^r^s^fv,^. ^ develop pro^-ams ThafSs^^ 
the needs ot rural areas, thr.t we can indeed draw upon a number 

2am together into a coherent prc^ 

re2rict?on?nn^vf Commission has been that there are 
olSpnt th« W^rP'"°^?P^ '^""^^"g «f the Commerce De- 
KrThL vnn^'f^^-^'^-^P^'^'"^"*' Labor Department, 
S^^^P c-T^lf ' ^f^* pinpoint programs; and that the regulations 

X'r^i'.:^ wittt^^^ ^ to meld 

Well, if you are dealing in a county with 10 or 25 or 40 000 

S ?romUTJ^" T^T ^ t^'^^^' ^ ««iall amount Of lis 
ance from Program A and another from Program B and a Proeram 
C, but you cannot put them together, you do not have thrbeS 
or he impact; and that those Federal dollarrthat arf avafable 
could be much better utilized if w«i could have that SxfS to 
draw these programs tosether -lexiDiiiiy to 

foit ^""^ ^^""^^ ^.t^^"k cannot be underestimated when we 
talk about social pohcv is that to talk about trying to develop thi 
rnnri'^f^"^* devefoping educational alternSi^ls L our vounl 

^&|^;?tert^eVe^Sa^^^^^^ ^ telecommVn^'ji: 

This ^Ves to those rural students the availability of diverse 
nn«f:^ S '•"'•al schools that have not pre^ 

ously oeen aval able to them. And if you are talking about avaS 
rural people of the possibility of economic progress Ld Zwth vS! 
have to recognize first that there is mobility in this ?ouS?ro;ie of 
the opportunities that these rural people, need is, if they chooSe to 
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move into an industrial center, that they are not foreign to that 
environment. 

And, unfortunately, with the change in tecnnology occumng, 
unless we have an educational system that is really uniform 
throughout the country, these people can be frozen out of the 
future of this Nation. 

There has been talk about the need to diversify the economy, and 
we certainly agree with that. At the same time, the point that you 
made, Senator Baucus, with regard to the change away from indus- 
tries that are resource-based, is something that certainly occurs ev- 
erywhere. . 11. 

One of the proposals which our commission is currently placing 
before the state legislature is the creation of a rural development 
authority, which would have amounts of money to loan to commer- 
cial enterprises, manufacturing enterprises, or processing enter- 
prises that would utilize indigenous natural resources, that is min- 
eral, forestry, or agriculture, the point being that we are giving to 
someone else all of the value added possibilities of our natural re- 
sources. 

The program that can, if you will, go back to a natural resource- 
based economy does two things. First, it g^ves a job to someone in 
the factory, the packaging plant, or finishing plant. Second, it pro- 
vides a market for those people who choose to stay in the resource- 
based, the prim^' ry industry, mining or farming or forestry. 

So you realh create two jobs with the same dollar. We think that 
that is much more helpful to a rural community than perhaps 
trying to bring a factory in that is going to import its raw materi- 
als from elsewhere, process them, and ship them back out, because 
that creates one job, it dc^s not create two jobs. 

That is something which we are working on currently. Obviously, 
the amount of money involved is not large, but it is something that 
we would suggest may be a means of dealing with the immense 
amount of natural resources which we still have in thb country. 

You in your own State have wealth under the ground that is tre- 
mendous. The farming communities in this Country have a tremen- 
dous capability of producing agricultural products. What they need 
is to convert those resources into something that is available and 
useful. , 

And I have to think that that can be done more efficiently on the 
ground in the small community than it can be done by carting it 
off to some other location for processing. The trees that v/e cut in 
New York State—we have good hardwoods— we ship them off to 
Germany and they make beautiful furniture, send it back, and sell 
it in the stores in New York City at an immense profit, and we get 
perhaps ten percent of the value of that furniture in our State. 

This is doubly important, because the discussion has been had 
with regard to technology, and indeed we do have a growing tech- 
nological sector in New York State. In my own district, IBM has an 
immense installation and it is very important to us. That gives em- 
ployment to a lot of people, but it presupposes a certain degree of 
technical ability on the part of those employees. 

We also have a large tourist industry, but tx)urist industries fluc- 
tuate and to some degree they create a certain number of problems 
for us, because between the summer season when you can go swim- 
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ming and the winter season when you can ski sometimes these em- 
ployees end up on the streets and become social problems for us 

What IS needed are more stable jobs for the people in the middle, 
the less skilled worker who crn find that manufacturing job that is 
not in a technological based industry, but the kind of traditional 
manufacturing job that we have had in this country. 

Sc we think that the importance of trying to utilize those natural 
resources cannot be overstated. 

I'l^fe are. some other things relative to that, that relate to the 
quality of I'fe as v/ell as to the manufacturing economy, and that is 
intrastru - , think someone alluded to that. As people gather 
and congi .f, they do create some H'-ain on resources, in particu- 
lar ground water. We, with the crunch coming into my particular 
part ot the State, find the threat to ground water to be particularly 
onerous. 

on^ft* *!^^* *° s™all villages with 1,000 or 

^ Wy "r o.OOO people, a $lv. million water supply system or a $10 
miuiio': sewage treatment plant is a tremendous undertaking. And 
obviously the need exists not only for residential purposes but for 
any small business or industrial development. That is something 
that neeos to be addressed and something that perhaps we between 
us at the .-"ederal and State levels could be looking at. 
A so, it probably does not need to be said, but transportation is 
efu development of any kind of commercial enterprise. One 
ot the things that our commission is proposing at the State level is 
the development of a priority road system. 

It will be a primary road system, first for industrial purposes, 
secondly for commercial, and finally an access system in the local 
communities, in which we will highlight those arteries which are 
most important for. A, the industrial development of the communi- 
u-?! a whole, and second, the availability of jobs to people, the 
ability, if you will, of people to get to those jobs that do exist 

At the same time, the transit portion of this is also a need. One 
ot the problems— and you mentioned off-farm jobs. One of the prob- 
lems of getting to a job off the farm is that you have to have a ve- 
hicle, and in these days of when the margin of prout is not great 
sometimes farmers have difficulty having more than one car. 

we do not have a transit system per se. We have developed a 
program for county-wide transportation coordination, in which we 
are encouraging counties to try to take resources that are already 
available— and this was interesting. I was a member of a national 
symposium on this issue a few months ago by the conference of 
state governments. 

There is an immense amount of money being spent in rural 
areas for transportation. We do not see much evidence of it, par- 
tially because, again, we tend to segment the money, we tend to 
earmark it for specific groups. 

We think that a coordination program could help make more 
transportation available to more people without actually spending 
more money. If you are going to give access to people to the em- 
ployment, you have got to provide a way for them to get there 

These are some of the suggestions, I think, that we would have 
And to again summarize as to what I think is most important, it 
would be that in the writing of Federal regulations and Federal 
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legislation we be aware of noi trying to target those things so nar- 
rowly that they can only be utilized in a community where they 
can provide a large constituency, but indeed where we can combme 
them together so that communities with smaller numbers of people 
and smaller numbers of, if you will, recipients can utilize the 
money as well as the larger. 
Thank you. 

[The prepared statement of Senator Cook foiiows:] 
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United States Sfnatr Committrf oh Small Business 

SUBCOMMITTEF ON THE PURAL EroNOf^Y AND FAMILY FARMING 

Senator Charles D. Cook 
New York State Senate 

March S, 1987 

Public policy relating to the rural area? of this nation i? 
COUCHED IN Norman Rockwell images. 

Particularly in those states which are tominated by urban 
populations, the word "rural" is thought of as synonymous with 

"agriculture"; CONJURING UP IMAGES OF PICTURE POST CARD LANDSCAPES 
PEOPLED BY PLEASANT BUT NOT-TOO-BRIGHT REMNANTS OF THE 1930'S, 

Indeed, agriculture js the single most im^^ortant economic and 

SOCIAL INFLUENCE IN RURAL AMERICA; AND INDEED RURAL TOWNS HAVE 
SUCCEEDED IN PRESERVING SOME OF THE ATMOSPHERE AND GRACE OF AN EARLIFR 
DAY. 

But the failure to recognize rural America as an essential part 
OF the national mainstream; or perhaps as a major tributary of that 

MAINSTREAM, HAS BROUGHT ABOUT THE EVOLUTION OF GOVERNMENTAL POLICIES 
WHICH AL». TOO OFTEN IGNORE THE NEEDS OF SUBSTANTIAL PORTIONS OF OUR 

f'atio^^al population. 

The convergencf of the traditional rural America into the 

ffATIONAL MAINSTREAM IS A TREND THAT BEGAN SOMETIME AFTTR the END OF 

World War II, and has continued at an accelerating rate into the 
present day. 

There ha? emerged a fjral population which is in need '^f the 

SAME Kim OF GOVERNMENT SERVICES AS THEIR URBAN COUSINS; YET THE 
CONDUIT? THROUGH WHICH THOSE SEPVICfS MUST BE DELIVERED ARC 
PATTERNED IN AN URBAN CONTEXT AND FUNCTION POORLY, IF AT ALL, TO 
SERVE RURAL PEOPLF. 
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THF.RF is a fPITlCAL NFED FOP 5;TATr ANP FRPFRA' POLICYMAKrP? TO 
PFC06NIZE THIS "^ACT OF LIFE HEPF IN THF LAST QUAPTEP OF THF. 
TWENTIETH fENTUPY. 

The INTEPRELATIOnSHIPS OF FCONOMIC. SOCIAL. AMP DEMOGP/iPHIf 
FACTOPS WHICH ARE MOVING THROUGH RURAL AMERICA. MUST BE RFCKONFD 
WITH. 

For EXAMPLE. WHILE AGRICULTURE IS AND WILL COMTINlfE TO BE THE 
MAJOR ECONOMIC UNDERPINNING OF MOST RURAL COUNTIES. THF GROWTH OF 
TOURISM IS AN EfONOMIf FOPfF. RIVALING TARMING IM MANY AREAS, OV THE 
HORIZON IS THF POTENTIAL GROWTH OF INDUSTRIFS BASED ON 
TELECOMMUNICATIONS. LOWRP CCST OFFICE SPACE AMD THF AVAILAPRITY OF 
COMPETENT AND DEDICATED WOPKFPS APE A STRONG LURF FOP THE URBA^ 
CORPORATE C-.NTRP WHICH MAY STILL MAINTAIN ITS FRONT OFFICE IN THE 
METPOPOLISJ SUT WHICH CAN, BY thF USF OF A FFW TcLFPHOflR CIRCUITS. 
PUN ITS D/'.rK OFFICE PROM A PEiMOTE LOCATION IN THE COUNTRY'. THE 
POTENTIAL INFLUX OF A NEW BREED OF WHITE COLLAR WORKERS WTO THF 
COUNTRYSIDE IS A POSSIBILITY THAT WE WILL DO WELL TO CONTEMPLATE. 

Another trend that is already underway is thr GPovrrn of the 

RETIREMENT-AGE POPULATION IN RURAL COUNTIES, In MA:»Y APRAS. 
PARTICULARLY THOSE CLOSER TO METROPOLITAN CENTERS. THIS POPULATION 
GROWTH OF RETIRED PERSONS IS NEAPING BOOM PROPOPTIONS, 

In SHORT. PUPAL COU^ITIES APE GROWING WITH THF INFLUX OF NEW 
KINDS OF POPULATION. SOMF OF THIS POPULATION 13 A YOUNGER GROUP. 
NEEDING EXPANDED OPPORTUNITIES FOR EDUCATION, RECREATION. AND 

HOUSING. Some ape oldep persons, requiring additional and 

DIVERSIFIED MEDICAL AND SOCIAL SERVICES. TRANSPORTATION, AND 
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COMMUNITY SUPPORT CAP/*BILITY. AlL OF T^^IS INFLUX PLACF? A STPAIN OV 

fxistimg water and sfwage systems. on suppllfs of natural 
grouhdwatep, or governmental sfrvicfs, on flpf and police 
protection, on f.ducational institutions; ahp indffd, cpeatfs a 
tension with the existing undepgipding of agriculture and othfp 
primary industries. 

Conversely, across America's gpfat rural mid^fction, population 

IS DECREASING IN LARGE NUMBF.RS OF COUNTITS. THF PFMAI^'ING 
population is, on the AVERAGF, IFSS AFFLUFNT, LESS ABLF TO SUPPORT 

government services, yet actually mopf in need of thosf sfrvicfs 
than ever before. 

Examples of the inadequacies of present governmfntal policies 

APE MANY. 

In the apfa of physical servicfs, ^uch as water and sewage 
systfms, the need to develop and support "p0wm-si7f" systems is 

VITAL. A VILLAGE OF 1,000 PEOPLE, FACED WITH A $10,000,000 SEWEP 
PROJECT, COHFPONTS AN IMPOSSIBLE SITUATION. THE DEVELOPMENT OF 
SM^VLL-SIZED TREATMENT PLANTS IS AN IMPORTANT PRIORITY; AND EFFLUENT 
STANDARDS SHOULD BR EXAMINFD TO ENSURE THAT SMALL PRSIDENTIAL 
SYSTFMS ARE NOT CONFRONTF.D WITH THE SAMF TFSTS AS THOSE WITH LARGE 
INDUSTRIAL CUSTOMERS. PERHAPS EVFw mq^E IMPORTANTLY, RURAL 
COMMUNITIES SHOULD BE ASSISTED IN DEVFLOPING APPROPRIATF BUILDING 
CODF. REGULATIONS SO THAT SEWAGE CAN BE CA^FD FOR IN INDIVIDUAL 
SEPTIC SYSTFMS WITHOUT FNDANGEPING VALUABLF AflD DELICATE SOUPCFS OF 
GROUND WATER SUPPLIES. 
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In arfa? such as HKmn cm, pfgulations must balancp "quality 

OF services" with THF FOUALLY IMPOPTAMT "availability or SERVICES". 

highep standards of ppofcssional competemce cam mfan a difffpfncf in 
many cases of mfdical emergency; but jhr trend toward cfntpali7,ed 
medical facilities has brought about a virtual unavailability of any 
mfdical services at all in many pupal communities; and those rural 
hospitals which ho survive struggle with justlfrimg thrir opppation 
ir» a system which freoufntly basfs cfpt i ficatinm upon numbpps of 
procedures performed and numbers of patient days; pathfp than the 
overall requirement of the community to have the service accessible 
when it is needed. 

Innovative health care networks need to be developed which 

OFFER both the AVAILABILITY OF THE BEST AND LATEST MEDICAL TECHNOLOGY; 

and access that is within peach of rural residents. 

Transportation policy is an undfpiying need for pupal 

COMMUNITIES. YET TOO MANY FEDERAL AHD STATE HIGHWAY PROGRAMS 
DISTRIBUTE FUNDS ON A TPAFFIC-COUNT SYSTEM RATHER THAN A SYSTEM 
BASED ON THE FUNCTIOHAL NEEDS OF THF ROADS. ThUS * A 
PARKWAY, CARRYING HUNDREDS OF THOUSANDS OF PASSENGER CARS TO AND 
FROM THE CITIES AND SUBURBS/ IS FUNDED HANDSOMELY, EVEN THOUGH 
PASSENGER CAPS CAUSE LITTLE DAMAGE TO ROADS. CONVERSELY, A PUPAL 
POAD, USED PRIMARILY BY FARM TRUCKS, SCHOOL BUSES, EMERGENCY, AND 
HEAVY DELIVERY VEHICLES QUALIFIES FOR VEPY LiTTLc REIMBURSEMENT EVEN 
THOUGH IT HAS VFRY HEAVY MAINTENANCE COSTS. 
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Public tpansit momfys apf fpfoiiently madr availablf only fop 
specialized, naprowly-tapgfted populations. the small sums 
generated for each of the specialized functions is too small to havf 
much practical value. yet a comprehensive tpansit apppoach, which 
would effectively combine thf vapi0u<^ pevenue streams, can offer at 
least a rudimentary public papatranfllt system fop pural pfsidemts, 

Specialized educational peouipfments place a particular burdfu 
on rupal schools. prograf'? fop the handicapped and opportunities 

for THE GIFTED AND TALENTED CAM BE OFFERED IN URBAN DISTRICTS 
THROUGH CENTRALIZED PROGRAMS. RURAL SCHOOL?, SEPARATED BY HOURS OF 
TRAVELING TIME, MUST MEET THOSE NFFDS IN DIFFFRFMT WAYS. HIPING 
SPECIALIZED TEACHERS FOP SMALLER GROUPS OF CHILDREN, OP BUSING THOSE 
CHILDREN THOUSANDS OF MILES PEP YEAR TO OBTAIN THE NECESSARY 
SERVICES, IS AN EXPENSIVE AND TIMF-WASTING SYSTEM. WF NEED TO 

explore greater use of telecommunication techniques and cooperative 
ventures to extend equal educational opportunities to students in 
rural schools. 

Agriculture must be protected and strengthened. Competition 
fop prime agricultural land with the forces of residential and 
commercial development is a challenge which must be met. to tax a 

farmer's field ON THE SAME BASIS AS THE ADJOINING SHOPPING CENTER, 

is to announce to the farmer that he has no alternative but to sell 
tc the next interested bidder. 

In the process, agriculture is rftpeating off the prime pivep 
bottom land into the less desirable adjacent terrain. reasonable 
policies to preserve prime agricultural land) along with the 

farmer's FINANCIAL CAPABILITY TO MAINTAIN THAT LAND, IS AN URGENT 
PRIORITY. 
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Along with STRENGTHF.rMNG AGOICULTUPE, THEPF IS ALSO THE NEPD TO 
DIVRRSIFY IHF PUPAL ECONOMY. SPECIALirPD HI-TFCH JOBS* OP $FA?orAL 
EMPLOYMENT IN THE TOURIST IMDUfTRY, CANNOT FULFILL THE EMPLOYMENT 
NEEDS OF THE LESS SKILLED AND LESS EDUCATED WORKER, ENCOURAGEMENT 
MUbJ BE OFFERED FOR INDUSTRIES* PARTICULARLY THOSE UTILIZING 
INDIGENOUS RAW MATERIALS. NOT ONLY MUST pU^AL :0MMUNITIES BE ABLE 
TO PROVIDE THE NECESSARY PUBLIC INFRASTRUCTURE; BUT CAPE MUST BE 
TAKEN TO ENSURE THAT VENTURE CAPITAL IS ACCESSIBLE TO THE SMALL 
EN'TPFPRENEUR. ThE TREND TOWARD STATEWIDE AND EVFN INT^J-STATE BANKPIG 
INSTITUTIONS THPF/^TENS THE AVAILABILITY OF CREDIT FOR LOCAL 
INVESTORS, A STRATEGY MUST BF FOUND TO ENSURE THAT THE SMALL LOCAL 
BORROWER IS NOT EXCLUDED FROM THE BOARD ROOMS OF THP COMGLOMFPATF 
BANKS. 

In all these concerns the need is roi to invent new services* 
but to find a mode of delivery which is practical and efficient 
among scattered rural populations. 

This can probably best be accomplished if the means are found 

BY which services CAN BE PROVIDED IN A COMBINED* RATHER THAN A 

segmented format. 

Recently developed governmental programs have tended to aim at 
specific target groups. they have identified narrowly-defined needs 
and patterned specific programs to meet those necds. 

In an urban SETTING* THIS MAY WORK WELL, IN A CITY OF 100*000* 
A PARTICULAR NEED WHICH AFFECTS U OF THE POPULATION WOULD 
INCORPORATE 1*000 PEOPLE. 

In a RURAL TOWN OF 10*000* THE SAME PROGRAM WOULD COVER ONLY 
100 CLIENTS* AND MIGHT WELL BE UNFEASIBLE* PARTICULARLY IF IT 
REQUIRES HIGHLY QUALIFIED PROFESSIONAL ADMINISTRATION, 
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The need, thfpffore. is to DfvELOP A gfnepalist apppoach; one 

WHICH CAN DELIVEP A VARIFTY OF SERVICES TO DIFFFPlflG PROBLEM 
POPULATIONS THROUGH A COMMON ADMINISTRATJ VF UNIT, 

All TOO oftem, pupal programs attempt to dfvelop "catchkeht 

AREAS" FOR SERVICES IN ORDER TO GAPNER THE NECESSARY NUMBER OF 
CLIENTS. The geographic EXPANSF OF SUCH AREAS IS APT TO LEAVE 

substantial numbfrs of pfople ou the fringes with only marginal 
attention. programs of integrated sfrvicfs can serve smaller 
geographic areas, and while they may sufffp from the lack fif a 
"specialist" thfpf are some examples where interdlscipliflary r.taffs 
actually give better service because they have a broader 
understanding of the ppqblems they confront. furthermore, the 
"regional" approach has tended to cluster a group of rural counties 
around a cfntral city. the result has usually been that most of the 
region's benefits accrue to the urban cope, 

Development of effective rural policy i? threatened by 
contradictory tendencies on the part of decisionmakers, 

On one side is the tendency to think OF PUPAL AREAS AS FOREIGN 
COUNTRIES. OR AT BEST COLONIES WHICH APE UNDER THE SAME FLAG BUT NOT 
REALLY PART OF fHE CENTRAL SOCIETY. 

On the other extreme is the tendency TO RECREATE RURAL AREAS AS 

"miniature cities" and try to mold them into clones of the 
metropolitan centers. 

t^eithep apppoach is accurate; amd both will bring equally 
unsatisfactory results, 
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Rural America ir, and will continue to bf. distinct in its 

FLAVOR. ATTITUDE, AMD PACE OF LIVING, PFOPLF WHO RESIDC THE«>E WILL 
DO SO. ACCEPTING IN LAP6E MEASURE THE BALArJCING ATTRACTIONS AND 
HARDSHIPS THEY WIL'- EN'COUNTFR, 

Put RURAL America is not static, Jt i«; not a throwback to the 
19th Century. 

Thepefopr. policies must bf dfvfloped which will PECoGrMZE at 

ONCE THE UNIQUENESS OF RURAL AMPf'ICA. ALONG WITH ITS POl E AS AN 
ORGANIC AND DYNAMIC PART OF AN INTEGRATCD FCOMOMIC. SOCIAL. AND 
POLITICAL FIBER. 

To ACCOMPLISH THAT TASK EFFECTIVELY PFOUIPE*^ AN UNDF»>STANDIN6 
OF WHERE WE ARE. AND WHFPF WE ARF GOING. 

He need to OBJECTIVELY AND METHODICALLY CATALOGUE OUR ASSETS 
AND POTENTIALS AND DEVELOP pJ?OGRAr.S THAT WILL UTILIZE THF POSITIVE 
FORCES THAT ALREADY RESIDE IN OUR MIDST. 

He need to RECOGNIZE THE FORCES OF CHANGE WHICH APE AT WORK. TO 
DEFlHf THE PROBLEMS AND DIFFICULTIRP WHICH SUCH CHANGE WILL CONTINUE 
TO f*AKE WITHIN RURAL COMMUNITIFS; AND TO DEVELOP LONG-TERM 
STRATEGIES TO BLUNT AND DIVERT THF NEGATIVE FORCES WHICH COULD 

threaten who and what wf are. 

And most importantly, wf need to have a vision of ourselves. 
It needs to be a vision that cam sort out the conflicting forces of 
growth and change; so that as we make choice? along the way; the 
building blocks we select will contribute toward a stpon and 
attractive structure when they are fitted together. 
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To no THIS REQUIPES CAREFUL. INFORMFD GUIDANCF FROM CARING 

profess i onals. 

Put hore importantly, it rfquipes a listening to thf people who 
APE RURAL America. 

While they may hot be as articulatf or succinct defining 

THEIR VISION?, IT IS THE PEOPLE WHO LIVE IN RURAL COMMUNITIES WHO 
SEEM TO SENSE INSTINCTIVELY THE RELATIVE VALU.S AND CONDITIONS FROM 
KHICH THOSE COMMUNITIES HAVE RISEN. 

WE WILL DO W'LL TO LISTEN CAREFULLY WHEN THEY SPFAK, AND TO 
FASHION OUP POLICIES IN WAYS THAT WILL GAIN UNDERSTANDING, 
ACCEPTANCE, AND SUPPORT FROM THF PEOPLE THEV AFFFCT. 

None of thi? happens casually op quickly. It REQuiPF<i 

ORGANIZATION, PATIENCE, AND A WILLINGNESS TO MOVF METHODICALLY 
THROUGH A PROCESS OF EVALUATION AND ANhLYSIS. 

But it /iLso will reouipe, oncf the analysis is complfte, a 

PPFPAREDNESS TO FORGE AHEAD WITH DECISIVE POLICY INITIATIVES 
FASHIONED AFTER THE C WOSITR VISIONS WF HAVE GATHERED. 

It is a CHALLENGING AND FASCINATING UNDERTAKING, AND ONE WITH 

exciting potential. 

Rural America led this nation into the minetffnth century and 
again into the twentieth. 

I HAVE A STRONG SENSE, THAT WF SHALL LEAD THC NATION INTO THE 

twenty-First century as well. 

how well we do oup job may well dttppmlnf the quality of life 

FOR FUTUPE GENERATIONS WHO WILL SEEK THE BEST OUR RURAL HFRITAGF CAN 
OFFER, BUT WHO ALSO NEED AND DESERVE THE BEST THAT OUP MODERN SOCIAL 
AND ECONOMIC STRUCTURE CAN PROVIDE. 
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Questions ard answers. Senator Pressle** to Sei ator Cook 



1) THERE HAS B^-EN A GREAT DEAL OF PRESS ATTENTION RECENTLY ON 
THE AGRICULTURAl tCONOHY, IH YOUR VIEW 00 YOU FEEL THAT THE 
PRESS HAS DEPICTED THE PROBLEM AS IT REALLY IS? 



I. Press coverage of the farn crisi.s h.is not been altogtther accurate. 
It has necessarily focused upon the lority who are m oxtrcrc distress, and 
in truthv I have felt that the interviewers consciouiily sought out people uho 
would support the point of view thcv vere tr.inj^ t.> advance. 



IF HO: 



WHY HOT? 



DO YOU FEEL THE PRESS ATTENTIO.: HAS HELPED AMERICA:.^ LIVING 
IN MORE URBAN AREAS TO BETTER UNDERSTAND THE DRASTIC NATURE 
OF THE SITUATION? 



Nevertheless, the press coverage has helped to alert the nation to 
the distress w.ilch Is wide spread In the faming comainlty and to build 
sensitivity and support for whatever remedial efforts may be developed. I ani 
not sure that the press reports have done nuth to prorote an intelligent under- 
standing of the Issues* but I think chey have created a willingness for people 
to give support to some responsible reoedlal neasures. 





117 



2) MANY SMALL USINESS OWNERS IN THE SMALLER COMMUNITIES OF 

SOUTH DAKOTA HAVE INDICATED TO ME THAT THEIR SALES WERE DOWN 
40 TO 50 PERCENT, BASED ON YOUR KNOWLEDGE OF THIS SITUATION, 
WOULD YOU SAY THAT ALL RURAL AREAS OF THE COUNTRY HAVE BEEN 
EFFECTED IN A SIMILAR FASHION? 



IF YES; 



IF THESE LOW SALES CONTINUE, HOW LONG DO YOU THINK THESfc 
BUSINESSES CAN SURVIVE? 



2. It is not possible to equate New York's snail business situation 
totally to that of South Dakota since few of our businesses depend totally upon 
the agricultural cocraunlty as their only source of patronage. Certainly, farm 
Irsplement dealers have suffered imicnsely. Relatively little new farm machinery 
Is being purchased but some dealers have been doing a strong business in the 
resale of equipment which has been obtained fron farras going out of business, 
rehabilitated and resold. I suspect that those businesses have had to diversify 
and expand what they do. Soiae, for example, have taken on automobile sales 
agencies as a part of their business In order to compensate for the implenent 
loss. I tend to think that most of the businesses will survive In Sew York State 
because the rural counties are gaining in population and the businesses will 
slnply diversify Into other types of activities and tr-ay increasingly have a 
smaller agricultural component. 



3) IF THE AGRICULTURAL ECONOMY REMAINS PRETTY MUCH AS IS, WILL 
THE LOSS OF MAIN STREET BUSINESSES CONTINUE AT THE CURRENT 
PACE? 

3. this question is largely answered as part of question two 
ITierc are sone countervailing forces In rural New York wMch are 
sl^l? oJ!"' typical of the nationwide situation and. therefore! the 
small town comerlcal economy Is not threatened to the same degree 
are, however, suffering from a need for more mdustrl.Ttypes oJ 
cnployment to re-enploy farm workers who no longer have cortain 
opportunities available to then. "r'-am 
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4) WON'T THE DEPRESSED ECDNDHY IN SHALL RURAL CDMHUNITIES SOON 
BEGIN TO AFFECT LARGER COMMUNITIES ANO EVENTUALLY THE ENTIRE 
RURAL ECONOMY? 



HOW LONG WILL IT BE BEFORE THIS CHAIN REACTION TAKES PLACE? 



U. It is not clear to nc that the farn economy, per se, is 
distressed in New York State. We still have many 1 irge corporate and 
conglomerate farns which are doing very well. The problen is that the 
snail fanily farm, which has traditionally been the backbone of our 
rural conrunities, are indeed facing increasing distress. Certainly, 
the econonv is ultinately going to suffer nationally from the loss of 
the agricultural export market which has aK.jys been a strong part of 
our gross national product. Just how tne causal relationships play out 
in this situation is somewhat problen.-itit.jl but the botton line certainly 
is that a weakened .igr icu 1 tural economy wii» eventually cause distress in 
other parts of the economy as well. 



5) IN CONVERSATIONS I HAVE HAD WITH SHALL BUSINESS OWNERS IN 

SOUTH DAKOTA, SEVERAL SAID THEY HAD EXPERIENCED LARGE LOSSES 
OUE TO FARMERS FILING BANKRUPTCY. IN YOUR VIEW, IS THIS A 
NATIONWIDE PROBLEM? 



DOES THIS PROBLEM AFFE-T A SIGNIFICANT NUMBER OF SMALL 
BUSINESSES? 



IS THIS TREND INCREASING? 



5. Bank-^ in New York State gen»?rrilK have not sustained losses 
fron agricultural bankruptcy. The nfijor reason is that the real estate 
market in New York is strong due to the conpetition for land. While the 
fluidity of a farning operation nay have disappeareJ because of the 
convergcnco of high costs and stagnant price*,, thtre has usually been a 
sufficient asset rer.aining in the value of the land to protect any 
investments thai the finanical coDT.Tunitv nifht have had Consequently, 
there has not been wide spre.id pressure u;ion the assets of banks even 
though there certainlv h.jve hten .t nttnihei ni binkruptcvs on the farn<, 
thensel ve^. 



IF YES: 
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6) IF YOU HAD ONLY OHE CHOICE. WHAT WOULD BE THE SINGLE BEST 
THING THE SBA OR ANY OTHER GOVERNMENTAL AGENCY COULD DO TO 
AI': SHALL BUSINESSES AND COMMUNITIES THAT HAVE BEEN HARD HIT 
BY THE FARM PROBLEM? 



6. The best strategy that I wou^d suggest for ccononic dcvelopnent 
would be to provide venture capital for relatively smjU processing or 
manufacturing plants which utilize indigenous agricultural, forestry, or 
• mineral products. Many of the success stories across the nation have been 

m the "widget business". One example is the small factory which builds 
cjbinets into which large sophisticated electronic equipment is placed. 
The electronics manufncturcr doesn'i> want to get into the furniture business, 
but the nature of what they produce nenns that the cabinets have to be 
virtually custom made. This has provided an outlet for some wood products 
and work for some local residents. Another ixaraple is a small firm that has 
gone into producing a kind of vodka out of an apple based alcohol. 



Neither of these businesbcs eraplo>s very many people, but in the 
context of the small town, they orovide some important jobs and also 
a market for the products of other people. It Is these double benefit 
investments that 1 think should be emphasized by any expansion of 
federal loans. I am not particularly supportive of loans which simply 
help retailers upgrade their retail operations since there Is no evidence 
that SMch Improvements actually increase the overall economic activity in 
a connminlty even though they nay certainly benefit the particular 
individual who happens to be the recipient of the loan. 



Thank you for permitting me to express ray feeling on these several 

Sincerely , 



CHARLES D. COOK 
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Senator Baucus. Thank you very much. 
Dr. Pulver, why do you not proceed next. 

STATEMENT OF DR. GLEN C. PULVER, DEPARTMENT OF AGRI- 
CULTURAL ECONOMICS, UNIVERSITY OF WISCONSIN-MADISON 

Dr. Pulver. Thank you very much. I would like to submit my 
formal statement. 

Senator Baucus. Yes, and if you could keep your remarks to 
about five minutes we would appreciut- it. 

Dr. PuLVER. I am Dr. Glen Pulver li the University of Wiscon- 
sin, and I spend the major portion of my working time with com- 
munities and at the community level working with chambers of 
commerce, industrial development corporations, local businesses, 
and other community leaders who are interested in economic devel- 
opment, working with them and the cooperative extension service 
in the design of specific programs that will aid rural communities. 

The two questions which are asked me most frequently are: One, 
what can we do to improve farm incomes in our area; and second, 
what are the primary off-farm opportunities that we have available 
to us in our area? 

I would like to make just two or three points. 

The first point I would like to make is that it L: extremely impor- 
tant that we recognize the great diversity in rural areas. We com- 
monly have a perception in our mind of what a rural area is— a 
collective set of farmers and a few other kinds of businesses. In 
many parts of our Country and m-'^ v of our States other sectors 
dominate the economy and agriculture is only a small part. 

The second point is that the major problem with regard to rural 
areas, in terms of income, is in the more remote regions— those 
areas outside of an hour's commute of a city of a size of 20,000 to 
50,000 people. Thus the problem gets distributed in rather interest- 
ing ways around the United States and within our specific State of 
Wisconsin. 

The next general pomt I would like to make, is that a solution to 
the rural problem will only come as a consequence of a comprehen- 
sive policy. It will not be solved by any specific policy. 

To me the policies are essentially going to have to take three 
parts. Historically, we have tried to solve rural America's problems 
with a strong focus on farm policy. Farm policy now clearly is only 
one part of a three part policy framework. Clearly doing something 
to improve the incomes of farmers is vital to a large share of rural 
America. 

The second aspect of policy would be in rural economic develop- 
ment policy. That is a sector which is in need of a great deal more 
attention at the current time. There has been previous testimony 
given with regard to the importance of the manufacturing sector 
and the floods producing: sector, as well as the service sector. 

It is important to look at the importance of the goods producing 
sector in national policy. It is important to maintain the competi- 
tive capability manufacturing as well as that of agriculture. What 
we do in terms of the manufacturing sector is extremel;, important. 

But, we ulso must recognize that when you look at policy in 
terms of how it affects the local level and what opportunities local 
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communities have, very often their opportunities lie almost totally 
within the service sector. When we build national policy, we have 
to look at its effect in terms of the employment of the goods pro- 
ducing sector. But, when we provide supportive assistance at the 
local level it is important to be aware that for most small commu- 
nities the opportunities are apt to be in the generation and expan- 
sion of their service sector. 

The third policy needing attention is rural transition policy. It is 
clear that we have to help farmers, people employed in manufac- 
turing, mines, forestry, and the whole rural sector into other kinds 
of occupations. That includes job counseling, training, and other 
elements. One of the things which I wish we might spend more 
time on in discussion is the issue of how we might build systems 
which are consistent across all of our economy and allow entry into 
those kinds of tran3ition systems for people, regardless of where 
they happened to have generated their income in the past. 

There are other policy considerations which are important. You 
have talked about deregulation and privatization. I would like to 
put emphasis on one which there is very little discussion— that is 
what happens when programs such as community development 
block grants and the cooperative extension service are reduced 
and/or are restructured. This might include the reduction of the 
Small Business Administration. 

Policies focused on reducing these programs attack rural areas 
much more harshly than they do urban areas. Urban areas have a 
capacity to tax themselves much more widely to employ people 
who are skilled and knowledgeable with regain to economic devel- 
opment policy planning at the local level. In other words, an urban 
setting can find the resources to accumulate quite a sophisticated 
staff to deal with wise economic development policymaking. In 
rural areas, that obligation falls on volunteers, it falls on the local 
chamber of commerce and on the local government. 

If we take away the very resource base rural ar^as need to pro- 
vide them a bit of knowledge, we damage rural areas much more 
severely than urban areas. And thus, I would liKe to recommend 
the current initiative by the United States Department of Agricul- 
ture and the land grant colleges to try to get deeper involvement 
by the cooperative extension service in rural revitalization. 

[The prepared statement of Dr. Pi Jver follows:] 
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I a.*^ Dr. '31en C ^ulver, Professor 3^ Ag^'icul tural E;o'"0'nic^ i'" 
College of Agriculture and Life Sciences of tne University o*" Wi5:o'~s. - 
•^adiso". f^y, f ?l<j of sneciaUy is con'T,unit/ econcmic cJeveloo'nent pcl.cv. 
research is *ocused cn t^o issues: se'^vice-produci'^g irdu^try co*" X'" it^-.* iOns 
to ecof'onic growth and: capital f&rUet ac3equ«c/ for business «t3''tu;;= 
«'-enci a large portion of my time m Cooperative E>'*'ension ed'acatjo*^ e'' *"e 
lonnun.ty level » helping 'ocal gcvernmental officials^ Cha'^Oers of CoT'i'e^ce* 
incustnal developers? bani-erst business people and other sr.te''est?d cit-.'e' 
estaDlish ecoromic development programs to neet the specific needs of tf^eir 

•-CfftfTUnl t IGS. 

The two questions asved me rost frequently are: 'What -an we do to r.e^ 
irt»pro/e the 4ncome of our farmers''" and "What are the off-farm e*<5loy'Ten: 
opportunities hith the greatest potenti-jl in our area''" People m rural 
-ireas throughout A.-nenca are increasingly aware of the growing Jispa^-.tN^ 
Between thei*" mcoties* living conditions and opportunities ard those o'* -irba 
A^.encans* Although often overwheltnec) by international moreta", p'ac^ices. 
federal t)udg<?t deliberations and ot^er coffiplej* policy cons ide''ot lO'-s » rural 
people seem coi^mitted to tai'mg hold of those things *-»hich tnev can -ic to 
ffdke a difference in the wsH-beirg of their cwn locality CExtension 
Co^nnittee on Organization and Policy? 19863. 

It IS quite clear that the single most significant fctce affect. ng tre 
Ii es cf ""yai AfT\e'"iCdis has bee. the recent drop in farm incomes and f^cr 
pre- ipitj'-5 ^all m thi^ ^/alue of far.i l.^rd. f^^rr, -*r.J direct! / relitvC 



' ''o^ t i T.r -.y presenteo to tf-e C ^''^mi *■ on Small "jsi^e^? t^e united Sto^e 
Senate cn starch S» 198"^. 
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acr icjltural enterprises ccccunt 'or SI. 2'/. of total U.S. e'^plo/ment CicMji?"- 
ord EdnonSson, 19863. Farnmg itself accounts for over SO'', cf t'le Ubcr o^-i 
OrirprietOr inicnc in 7C2 counties (29*/. of the nonretropo 1 1 tan counties) n 
the U.S. [Bender* et al, 19851. This does rot fuily account 'or the ^-ccne 
gene'-ated by agnculturaJ input and processing fjrosi nor that o' the 
tusinesses in small tonns «hich are ofter. nearly totally depends i, on t^e 
s^endirg of f^rm fa-nilies CB?c'k arcJ Herr, 1996]. 

Attributing the current rural ;nco/re difficulty only to the farn crisis, 
inisses other serious causes of the problem. In recent years, farmers and 
the:r -ural neighbors have become increasingly dependent upon nonfarm sources 
of income. With sharp declines in farm numbers, mOre young people are 
seeking off-farm e<rployment as their major income source. So^e young people 
enter in(^ farming use off-far« employment as a means of capital accunulation. 
Many farm families have accepted off-farm work as a permanent part of thei' 
future. In 1982, nearly 33'A of all U.S. farm operators worked off the f at n 
over 200 days per year CHines, Green and Petrulisi 19863. 

In many rural areas, sharp employment declines in manufacturing, mining 
and forestry paralleled the drop in farm income in the early 198Cs. Parm 
♦amilies with nemoers working off the farm and their rural neighbors felt the 
blow. Manufacturing accounted for 30'/. or more of the labor ard proprietor 
income in 673 counties (28r, of all nonnetropol i tan counties) in 1979. Tt 
accounted for 9*/. of total personal income in the 702 farm dependent countws 
fl>entioned above. In the sane farm dependent counties, service-producing 
industries accounted for about c;i'. of total personal income, farming 20*/., 
gov?rr,:>ent employment 9r., dividencs. interest, rent and tra-^sfer payment 32". 
and construction and mining the remainder [Bender i et ^i, 1993; Puivpr jrcj 
Rogers, 19863. 
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The rural areas e)'per lenc in"; the most severe incciie declines art those 
in the ffOre renote regions (a'-eas ojtside of easy daily ccfrmuting dis ance of 
urban areas with groning e^plo/nent opportunities). These remote reqi .nS 
have been wost dependent ucon ferffiirtq^ forestry and mining. They are less 
likely to provide alternative errplo, ""'t opportunities for families in 
transition or those seeking temporary or supplementary incone sources. 

In less renote regions, many rural fa-nilies receive ffuch of their income 
from nonfarn sources. Individuals may suffer severe losses in inCone from 
farftiinqt but growth m other employment alternatives, particularly the 
service-producing irdustries» helps relieve the stress. Because these 
regions h.ive a broad economic base to support their community infrastructure* 
they are not inpacted as severely by sharp declines in agriculture or other 
natural resource based industries. 

A Rural Policy Agenda 

The fundamental question we must ask ourselves then isi "What can be 
done to offer rural Anencans hope of improvement in their relative economic 
well-being''" It seems evident that a comprehensive effort is necessa-y if 
people living in rural areas are to experience satisfactory economic well- 
being. A policy agenda aimed at helping people in rural America -hould be 
composed of three parts: farm policy* rural economic development policy* and 
rural transition policy. 

Farm Policy ; The cornerstone of any policy aimed at improving the well- 
being of most rural areas* is the maintenance of a healthy agriculture. 
Although farm policy i'^ not the mdjor purpose of this hearing* I would like 
to mal^e two points which I feel are of importance to the topic of our 
d iscussion. 
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first, i^o U.S. .s more than self-sufficient .n food production and ^ust 
compete in world Markets. Continued comrtif^ent to tMe generation of new 
agricultural technology is necessary if are to retain those comparative 
advantages m agriculture nhich .e now enjoy. Nonetheless, this will reduce 
the quantity of land and labor necessary to produce food. Research in 
biotechnology nay enhance the overall accno-nzc well-being of the pu^:. ic at 
large, but it will have a tremendous negative irPact on soro far^ families, 
unless alternative uses are found for "freed up- resources. Serious study is 
needed on potentuM nonfood uses for the biomass producing capability of 
rural fl.enca. This critical concern deserves ^uch riore than the nini^al 
attention it currently receives by both the private and public sector. 

Second, for years farm pr,ce policies have been the central n^echan.sm 
used to provide income assistance to farmers. The government has purchased 
commodities, co^npensated farmers for diverted land, provided rewards for 
"whole herd buyouts." e-tablished high import tariffs, etc., all with the 
intent of raising farm incomes. The major benefits of these prograns have 
gone to the larger producers. The distributive effect is not uniforn across 
rural regions. The most severely depressed rural region nay be helped the 
least, much „ider range of strategies is available, including restrictions 
on business entry, direct compensation for income lost, need based programs 
and supple/nental mcoire. Continued insistence on costly price oriented 
policies in the face of declining farm voter numbers is apt to prove 
disastrous to rural Ar^nca. The specific objectives of a new rural agenda 
might be better «,et by strategics which are pore universal <e.g., need based 
programs) than those foCused on a rather narrow pnce oriented policy. 

R'jral Economic np.oinp^Pnf OrA..... forestry and mining 

opportunities decline, alternative enployment and mco^e sources must be 
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enlarged if rural areas are to rer.am econonicdllv viable places. Snail 
businesses play a ^ey role m the provision of jcbs and econonic well-being 
in rural A'^enca. In nonmetropo 1 1 tan areas of the U.S.» firms with less than 
100 employees generate aboat the sa-ne number net new jobs as larger firms. 
Businesses with less than twenty employees and those in the trade and service 
sector have led the way in recent years. Pirms rarely migrate from one arec 
to another in the U.S., and thus constitute a snail fraction of jOb growth 
potential for most connynities. New business estab I i shnents (a combination 
of new branches of affiliated firms and local startups) create about the sa.T.e 
nunber of ;Obs in the U.S* as expansions of already existing establishments 
Cttiller» May» 1985; M:lleri October 19853. There is little evidence of an 
urban or rural bias in the historic enpioynent growth patterns of those 
industries (primarily service-producing) which are expected to generate the 
largest number of new jobs m the next ten years CPulver» 1986-13. 

The primary burden for income and employment growth in this country lies 
with the private sector and increasingly with small business. The public 
sector can do much to stimulate the growth of private sector efflployment in 
rural areas. The five general strategies which might be used are to: <1) 
increase the efficiency of existing ^irmsj O) encourage business formation; 
(3) attract new basic employers; (A) iirprove the ability to capture dollarsi 
and (5) increase aids from broader governments CPulver, 1986-113. A number 
of policy initiatives might be used to implement each strategy. 

—Increase the Efficiency of Existing Firms: The ability to be 
competitive over time is the greatest assurance a firm can have of its 
capacity to maintain or expand an operation in a specific locality. Existing 
firms can be strengthened by business management, science and engineering 
education and counseling. Barriers to growth may be uncovered by a program 
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of regular visits by community leaders to the managers of businesses ^njch 
already exist in the area. Expansion n^y b» encouraged through the 
developnent of capita^ sources. 

-Encourage Business ForrT,ation: There is a continuing need fo' new 
enterprises to neet changing denands -esulting fron population growth or 
evolving goods and services. Individual counseling and intensive education 
could be provided to those interested in business fornation. Studies of 
market potential <ray identify opportunities for ne» estab 1 1 sh^nents . Seed 
capital nay be used to stimulate startups. 

"Attract New Basic Er^pioyers: The attraction of new branch locations 
of firms headquartered elsewhere represents a real opportunity :n rural 
areas. Through the multiplier effect, other jobs and incoT^e are added. New 
industries might be encouraged to locate branches m specific communities by 
the development of industrial, office or commercial sites. The development 
of community facilities (e.g., transportation, comnunicat ion, business 
services) necessary to attract new enployers also benefits existing 
businesses. 

-Improve the Ability to Capture Dollars: Every dollar expended in a 
community for retail and wholesale goods and services as well as industrial 
inputs adds to local enployment and income. The share of the market captured 
in rural areaS ca.i be mproved through action on consumer, industrial and 
local government buyer surveys. Contemporary purchasing and marketing 
techniques c«n be taught to business operators. 

— Increase A,ds from Broader Governments: Dollars ta^ed away from any 
community to broader governmental units have a negative effect locally unless 
returned through sorr,e form of expenditure. For example, ore major government 
expenditure is in the form of social security payments to the elderly, well 
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organized transportation! meal servtcesi outpatient health care and other 
services focused on the elderly can ^a^e rural comnunities more avtractiv" 
places m which retirees might chose o live. Their personal expenditures m 
the community can generate many jobs. 

There is a critical need m rural areas for careful community economic 
analysisi planning and action. Local leaders must know which strategies and 
policies have the greatest potential fo- job and mcome generation within 
their resource nditions. Small communities must be especially efficient m 
the use of limited volunteer timei local funds and state and national 
programs if they are to meet their economic development goals. 

Rural Transition Policy ; The need to ease the transition of familiesi 
adults and youthSi from their current circumstance (farmmgi forestry, 
mining, manufacturing and related bu^'^.esses) to more productive employment 
will continue. Policy objectives might include temporary income support 
programs for those who must change occupationsi improved jOb counseling and 
training and fundamental psychological and hutian support structures which 
recognize the unique conditions of specific industries such as farming and 
saall town businesses. 

Qther Policy Consideration? ; While developing policy focused on rural 
areas It is important to insure that other public decisions (e.g.i 
dercgulat ion» privatization, monetary policy* governTient expenditures, 
international trade regulations) do not place rural areas at a comparative 
disadvantage. For examplei the deregulation of the airlines aimed at gaming 
the efficiencies of a more free market may raise transportation costs m 
rural areas reducing the competitive ability of their business. Likewise* 
urban areas have greater local taxing capacity than rural areas. Reductions 
in domestic government spending for programs such as Community Development 
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Bloc. Grants an, Co.perat... £,tens..n reduces t.e cn.t.ca, ass.stance nee.e. 

to help runal „ny leadors to .a.e .,se ec=„=».c development pon.y 

cho.ces. The current .n.faf.e of the U.S. Departnent of «,r.cu.t.re an. 

Land Grant Un.vers.t.es throughout the Unued St.tes to place greater 

emphdsis on Rural Revita 1 , zation is an Px;i«r,)o * 

wdwon IS an example of a constructive effort 

deserving support. 

Summary 

The current economic cr.s.s .n rural .„er,ca .s . conseouence of . 
conp.ex set of forces both on an. off the far.. Rura, fa^.ly .ncones are 
.ncreas.ngly dependent upon off .ar. .ncones. Rural A.er.ca .s no longer 

be more comprehensive .nclud.ng farm pol.cy, rural econoa.c development 

policy and rural transition policy. 

opportunities »«ist for economic growth in rural areas. Well designed 
public policy can stimulate a healthier agriculture and the expansion of 
other businesses, the attraction of new branches of firms and the creation of 
new businesses, all in rural Africa. No amount of public action wiU 
guarantee a healthy, vibrant rural economy. ,„act.on or misdirected policies 
assure continued trauma for millions of rural families. Comprehensive rural 
development polices offer the best hope for the future well-being of rural 
America. 
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,1 recor.nend t^^ 'o.lOHsng three publ.cat.ons be place<f .n the record: 
-Elements Of a Conprehens.ve Rural Development Pol.cV by Glen C. Pulver of 
the Un.verMty of msccns.n-Mad.son, ■■Co.aunUy EcOno«>c Analysis - « H0« To 
Manual" by Ron Hustedde, Ron Shaffer an. Glen C. Pulver. pubUshed by the 
North Centra. Re^-onal Center for Rural Development, Iowa State Un.vers.ty; 

and -Co^un.ty 6cono..c Development Strateg.es" by Glen C. Pulver. pubUshed 
by the university of mscons.n-Extens.on. fill offer spec.f.c technical 

information of direct relevance to the subject.) 

(M?t<:rial retained in committee files.) 
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Senator Baucus. Thank you very much, Dr. Pulver. 
Dr. Drabenstott. 

STATEMENT OF DR. MARK R. DRABENSTOTT, RESEARCH OFFI- 
CER AND ECONOMIST, FEDERAL RESERVE BANK OF KANSAS 
CITY, KANSAS CITY, MO 

Dr. Drabenstott. Thank you, Mr. Chairman. 

The winds of change are blowing across the rural economy, and 
the changes extend well beyond agriculture. The troubled farm 
economy has received much public attention in the 1980's, but too 
much emphasis on agriculture will lead us to overlook a much 
broader rural economic adjustment. 

That adjustment involves roughly a fourth of the U.S. population 
and four of every five counties in the country. Put simply, the 
rural economy is undergoing fundamental economic change that is 
unlikely to be stopped. The challenge for everyone, including pol- 
icymakers, is to accommodate the change in a forward looking, not 
a reactive, way. 

In light of the structural chj?nges now under way in rural Amer- 
ica, I commend this Committe 3 for examining the problems in the 
rural economy. I will summarize my formal statement by '•eyiew- 
ing the recent performance of the rural economy and examining 
policy responses to emerging rural economic problems. My state- 
ment draws on research done at the Federal Reserve Bank of 
Kansas City. Mark Henry of Clemson University and Lynn Gibson, 
a research associate at the bank, made valuable contributions to 
that research. 

What is rural America? I think this is a key question as we con- 
sider the rural economy. As has been noted already this morning, 
contrary to the popular notion that rural counties depend primari- 
ly on agriculture, manufacturing is the dominant rural economic 
base. 

Of the 3,000-odd counties in the U.S., roughly 2,400 are non-met- 
ropolitan. Of these, only a fourth— and representing only an eighth 
of total rural population—depend mostly on farming. 

Manufacturing dependent counties, on the other hand, account 
for more than a third of the rural population. Thus, I would stress, 
as have others this morning, that we must broaden our thinking 
beyond agriculture when we focus on rural economic problems. 

How well is the rural economy doing? Not very well. The in- 
comes of rural residents have been steadily falling behind those of 
urban dwellers. The gap has widened most sharply in the 1980's, 
but the problem actually dates to the mid-1970's. 

Rural America has become a composite of a few winners and 
many losers. As Mr. Deavers stressed, traditional rural counties — 
those dependent on a^griculture, manufacturing and mining, have 
fallen further behind urban incomes. Rural counties that depend 
on retirement and Government activities, accounting for only a 
quarter of the rural population, have been the only rural counties 
that have continued to make economic progre*.^ in the 1980's. 

The varying perforniance i f rural economic bases points out 
some regional patterns in the rural economy. Agricultural regions, 
mostly the upper Midwest and Plains, have been hard hit by farm 
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hPPn w; R^fal manufacturing regions, primarily the South, have 
aSd £fnf ^ industrial decline. Mining areas, the southern Plains 

A major cause for rural economic decline in the 1980's is interna- 
tional economic forces. Mounting international competitioi weak 
world demand for the products made in rural America and the 
onT Ssiv'e.*'' ''''' '''''' ^^^'^^^-^l ruraf indSst^i'e: 

Htil^n'tJ^^" economy has been able to offset these global forces 
ThP rnrif ^'''^''^'^^ ^""^ 1^ ^^f^^^^ ^"^^S^g service sector. 

SfinH • .u-°"u^/i °" h^"'^' has essentially been left 

behind in this shift to services. 

The strained rural economy poses two principal economic issues 

mouSnrRnr'!' ""T^"' of displaced rural workers S 

mounting. Rural unemployment rates, as has already been noted 
have risen sharply compared with the 1970's and are now well 
above urban rates. These displaced rural workers generally do not 
have job skills that fit v.ell with available jobs. Second, rSal com- 
t^e whUe at'thp"'^'"' f ^^'V* maintaining rural infrastru^- 
i ur ^'■y'"^ *° ^"'•act additional businesses. 

How can public policy respond to rural economic problems? Pol- 

™UrJn<,ff?f ^^'^ ^ l^-^^ They can implement a 

rural transition policy, one which aims to facilitate and ease the 

tTve^Xv'n *° '•^^hties AUerna- 

to Tn,^p"^™P'^"'f ^ development policy, one which 
o«n .'nJ^hfnf tu'^T^^' to.'-^verse current market forces. Or they 
iS c^ i^l*"^? policies, easing adjustment in rural areas 
w th inrp^°r*^P,°*l"*'e' ^"'^ stimulating development in areas 
poliJy PO*«"t^al- Such a combination may be the best rural 

hnion"?' ^'■^•"^sition policy might have three objectives: easing 
human resource adjustments, as Dr. Pulver has suggested- eas ne 
infrastructure adjustments; and supplementing ruraf fncomes ^ 
t,vp P'"o?"a™s do appear to be an important policy initia- 

Sh. meeting these objectives. Infrastructure programs to allow 
stiU allowTn'/l? ?''^'r^ communities that neld them? wE 
fhalSrto'pSLy^^^^^^^^ a particular 

The chief objective of rural development policy is to ease the 
transition from narrow, weakening economic bases to new more d^ 
versified economies To meet this objective, the fede^awSe may 
best involve careful investments in rural infrastructure while al^ 

W«r^n?*' P'^^.^'^f ^""'^^'^ decisions t^' influence 

local business activity. Federal infrastructure program^ then 
become the catalyst to rural development 

Whatever rural policy is chosen, one of the first requirements for 
policymakers is to define rural policy. Clear rural poli^TbSves 
^urro^l'f P°l ?y traditionally has been regarded as a c oS 

surrogate for rural policy, if not ar exact substitute. 
n,PPt rn^st be aske^ whether current farm programs 

meet broader rural objecti-es. The farm policy efforts of the 1930's 
might have legitimately been rural programs. Then, a quarter of 

1.97 
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the U.S. population lived on farms and more -han half the rural 
population lived on farms. . 

That is not true today. It appears quite possible to me that farm 
Dolicy may be too narrowly focused to meet broader rural goals, it 
so, some of the public funds now going to farm programs may need 
to be redirected to rural programs as a rural policy is implemented. 

Thank you, Mr. Chairman. 

[The pr-pared statement of Dr. Drabenstott follows:] 
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Hie wind* of change era blowing across the rural economy. Farms are 
going out of business, main street merchants are boarding up atore fronts, and 
banks ara falling. The dramatic changea atand out In aharp relief against the 
prosperous 197Ds, a decade that brought renewed optimism to rural America. 

The changes awaaplng rural America extend wall beyond agriculture. The 
troubled farm economy rightly ha» received much public attention In the 19S0a. 
But too much emphaala on agriculture will lead us to overlook a much broader 
rural economic adjustment. That adjustment Involves roughly one -fourth of the 
U.S. population and four of every fiv« countlea In the United Stataa. Rural 
Amerlca--tha nonmatropolltan aagment of the U.S. aconomy--wlth few exceptions 
hAS not fully participated In the U.S. economic expansion that la now mora 
than four yeera old. 

Put almply, the rural economy Is undergoing fundamental economic change 
that la unlikely to be a topped. The challenge for everyone. Including 
pollcymakera. la to accoamodete the charge In a forward-looking, not a 
reactive menner. Rural America la unlikely to return quickly to the halcyon 
days of the 1970s on the wings of booming exports ani vlgoroua oislness 
activity. Thus, It la all the more Important to understand how the rural 
economy la changing, ar.d to take effective atepa to make the most of those 
changes . 

For ell the above reasons, I coaaend thla committee for examining the 
problems In the rurel economy. My statement addreaaea three areas. First, I 
review the recent perf- niance of the rural economy relative to the urban 
economy. Second, I preaent the rural economic problems that will most likely 
concern policymakers. Finally, I examine two policy responses to these 
problems- -rural tji,nsltlon policy and rural development policy. Research 
conducted at thii Federal Reserve Bank of Kansaa City over the past year forms 



ERIC 



137 



-2- 



ERIC 



*n l«pore.ne b.«. for r.B.rk.. ,nd I .tt.chlng tvo .rtlcle. fro» the 
B.nk'. Ecm al C Rfvtfn to w, ifteaent. Mark Henry. . professor .t ciemson 
University, .nd Lynn Clb.on. . rese.rch .s.ocl.te .t the Bank. oi,de valuable 
contributions to that research and this stateiunt. 

RURAL ECONOMIC PERFORMANCE 
Wa rural aconony saaa. Ukaly to racalv. increased attention In the 
period ahead. Ih. proper starting point for this gathering interest Is the 
question: "What Is rursl Aaerlca?" Most observers equate rural and farming. 
But that is not really th. c.sa. Contrary to tha popular notion that rural 
counties depend pri»arlly on agriculture, wnufacturlng Is the do.ln.nt 
econoilc base of rural A-aVlca. Of tha 3.000 odd counties m tha United 
States,, about 2.400 ara nonaetropoUtan. Only a fourth of these rural 
counties depend «,stly on fanalng for thalr Incoaes, ««i those counties 
account for only «i eighth cf total rural population and Income. On the other 
hand. nonaatropollt«, counties which depend on ««»ufacturlng account for .ore 
than a third of total rural population akj Incoae. Or viewed enother way. 
rural counties dependent on govamaent. retlreaent. and trad, account for 
about tha ac proportion of rural population and Incoae as farm-dependent 
counties. Ihua. wa aust brosden our thinking beyond agriculture when we focus 
'"n rural economic probleas. 

How vail ia tha rural aconoi^ doing? Not very veil. We reached that 
conclusion in a recent study. Tha walLbeing of rural residents, as ««ured 
by real per capita incoae. has been steadily f.lling behind that of urban 
dwellers. Ihe gap has widened aost sharply in the 1980s, but the problea 
really began to develop in the aid- 1970s. 

Rurr^ Aaerica hes become e coaposite of a few winners and aany losers. 
Based on our analysis, incomes in traditional rural Aaerica-. nonaetropoUtan 
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^'countlea dependant on fuming, nining, and Mnuf«cturing--h«v« fallen further 
behind urban inconaa, after ««king little or no progreae in the lata 1970a. 
As we have defined it, treditional rural Azserice includea helf the totel rurel 
population. Rurel countiee that depend on retireaent and government 
ectivitiee, iihich eccount for ebout e quarter of the total rural population, 
heve been the only rurel countiee that have continued to cloee the rurel -urben 
incoae gap. Aa you know, these ere countiee whoee fortunee ere influenced by 
federel epending, either through trenafer peyaente or direct federal 
ectivitiee. 

The verying , >rfor«anca of rurel economic beeee euggeete eome regional 
pettema in the rurel economy. Agriculturel regions- -aoetly the upper Kidweet 
end Pleln»--heve been herd hit by fera probleae. Rurel aenufacturing 
region* --primarily the Sooth- -heve been hurt by induatriel decline. Mining 
eree8-*the eouthem pie ins end Rocky Kountein Ste tee --have been eherply 
effected by the energy receaeion. 

le the rurel economic decline of the 1980:. e cyclical or etructurel 
problem? We concluded the problem le overwhelmingly etructural in character. 
An analysia of the gep in rurel end aetropolitan incoaee compared with overall 
activity in the U.S. economy reveele no cyclical link. In ehort, the rurel 
problem has ita roote In fundaaentel factora, auch as international markets, 
inf re structure, and aducetion, not in the businsee cycle. 

Exploring the ceuaae of rural aconooic decline in the 1980s doee reveel a 
common rurel theme. Thet theme le thet rurel America hae been buffeted by 
international economic forcee in the 1980e. Quite clearly, mounting 
intemetional competition hes put many rural businesses on the defensive in 
the 1980s- -from the Kansas wheat farm, to the Washington lumber aill,, to the 
South Carolina textile factory. The strong dollar in the first half of the 
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1980. lnt«n«lfl«d tha conp.tltlon by giving foreign producer, .oiia prlc. 
•dvsncsga. A daep world recession cut deiuind for a.ny rursl products trsded 
In world asrkats, Including food and energy, so thst producers in the United 
States and elsewhere were Uft co conpete for stegnant aarkats. Many 
International aarketa, eapeclally for coimodltles, raoaln veak aa the econonlc 
and financial affecta of the alugglah world aconoay linger. 

The net reault of thaaa Intemetlonal factora la that U.S. Industries 
thet txport or coopate with Inports have not dona well In the 1980s. 
Moreover, auch Industrlaa nay be unable to regain previous aerket sharaa. And 
It la Just such Industries that ff m the economic backbone of the tredltlonal 
rural economy. In short, iuny rurel Industries ere undergoing long-tar. 
structurel declines. This conclusion Is well lUustreted In Kanses, e state 
In our Federel Reaarve District. The atata'a three mmin Industries ere 
sgrlculture. energy, end generel evletlon. You ell know how egrlculturel 
exports continue to langulah. The probleaa of the K«isea oilfield ere 
directly tied to world energy wrket dev^lopaenta. And the generel evletlon 
Industry, an Industry centered In Wichita with affecta on the rurel econoay, 
reaalns depressed due to slunplng sales doaestlcelly and abroad. 

The International forcea Just discussed have .Iso hit the urban econoay. 
But netropoUtan »reea generally have aore dlveraa econoalea that buffer aoae 
of the effecta. Kansss City, for Instance, Is enjoying brisk business 
conditions. Meanwhile, e aurvey of rural banks ecroas our aeven<atate 
dlatrlct Indicates that one of four rural nonfara bualneaaas il In serious 
financial difficulty. 

The urben economy has also been eble to offset International aconoalc 
forcea by turning to a surging .ervlce .ector. The rural econoay hes not 
benefited nearly ss nmch from this shift to services. In 1984,, for exaaple, 
seven of eight service Jobs were loceted In aetropolltan areas. 
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In short, rural aconoalc probleos extend throughout the rural econooy. 
Agriculture's problet&s ere well known. Rurel aenufecturlng has been stagnant 
or declining for a decede. Dramatic swings In globel energy oerkets heve 
brought difficult tlaes to the U.S. energy Industry, nuch of which Is located 
In rurel ereas. Rural economic strength In the 1980s hes been confined to a 
relatively saall portion of rural America- -those counties which depend on 
government or retirement activities. 



Vlth the rurel economy under stress, two prlnclpel economic Issues fece 
policymakers. The first Is the mounting number of dlspleced rural workers. 
The second Is the eccelereted pece of structurel change Ir rural communities 
leaving In Its wake eddltlonal strelns on rurel Inf restructure. 



remaining low In the 1970s,* the rurel unemployment rete has risen In the 
1980s, to levels well ebove urban levels. Underemployment Is e persistent 
rural problem thet only compounds the rurel lebor situation. Rural 
outnlgratlon certelnly Is not nev, but rurel emlgrents today face much less 
attractive employment eltematlves then they did In the 1950s end 1960s, a 
period when the rurel populetlon declined quite repldly. Policymakers, 
therefore, fece the problem of easing the transition of rural displaced 
workers whose job skills nay not fit well with job opportunities elsewhere In 
the economy. 

Strelns on rurel Infrastructure may be the least discussed rural problem 
In the 1980s, but the stress Is mounting. Rural cotamunltles Increasingly face 
e dual problem* 'fewer resources to maintain public services and Insufficient 
resources to support the transition to new economic bases. Many neighboring 
rural to%ms and counties are struggling to maintain what have become redundant 



EMERGING RURAL ECOHOMIC PROBLEMS 



Many rural people ere now and will continue to be In transition. After 
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public f.cllltl.. In .„„ „gi„„.. ^^^^ ^^^^^ 

.fflcl.ntly provld. th. public ..rvlc now ,«.d out by two. On th. other 
h.nd. n.v l„fr..tn.ctur. n.ed. for .cono.lc dlv.r.lflc.tlon pl.c. e.peclaUy 
difficult de^d. on rur.1 t« b.«.. <,.„nd. vhlch «.ny rur.l co«m„itl.. 
have not y«c a«t. 

RURAL ECONOMIC POLICT 
Hov c.n public policy r..pond to rur.l .conoalc problem? Policymaker, 
.ppe.r to f.c. . b..lc choice. They c„ l»pl.„nt . „„1 tr.n.ltlon policy, 
on. which .1„ to feclUtet. „d .... th. co.t. of rur.l re.ourc. .dju.a.ent.. 
Alternatively, they c^ i„pl.„nt . rut.l development policy, one which .e.k. 
to rever.. current ..rket fore. „„ .tl,.ul.t. econo-lc .ctlvlty In rur.l 
«.... Or they c„ co»bln. th. two poUcl... Such . combination, one which 
e.... economic .dju.t-.nt In rur.l .re., with Uttl. growth potentl.l „d 
.tl.ul.te. development In rwr.l .r... with gre.ter potentl.l. mey be th. be.t 
rural policy. 

In .ny c«., one of th. flr.t requirement, for . policy re,pon.e 1. to 
define rur.l policy. Tr.dltion.lly. f.n. policy h.. b.en reg.rded .. . clo.e 
.urrog.te for rur.l policy. If not „ .x.ct .ub.tltute. F.n. policy h.. 
distinct for- „d undergo., .y.te-tlc revision. Rur.l policy h.. no cle.r 
dimension.. Before feder.l .nd .t.t. rur.l program, .re considered. . f.der.l 
rur.l policy .hould b. cho.en to guide tho.e progr^.. „o.t effectively. In 
.hort. rur.l policy obj.ctlv.. .re needed. 

Run! tran.ltfnn BftUny 

The elm of -ur.l tr.naltlon policy 1. to e..e the .ocl.l co.t. .. 

con.lder.bl, .mount, of rur.l resource, .djust to new .conoalc re.lltles. 

There 1. .ound economic Justlflc.tlon for .uch . policy. Put .imply. 

resources-whether human or c.plt.l-.djust only slowly to economic forces. 
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and coit. attend that adjustaent. It It In the public interest to reduce the 
•ocial cost! by facilitating the resource adjustaenta. 

A rural transition policy has three objectives. Easing huaan resource 
adjustaents in the pritssry objective. Retraining prograas are best suited to 
meeting this objective. Thv cderal sovemaent has long had retraining 
prograas. but the progress have not been alaed at rural probleas. Statea are 
beginning to liipleaent retraining prograas. btit additional eaphasis will be 
needed to neet the problem. The federal role In rural retraining efforts, 
whether federal prograas or expanded partnership In state prograas. vlll need 
to be examined. 

Easing rural Infrastructure adjustaent is another transition objective. 
The federal government and states may be able to assist rural communities that 
lack fiscal resources to maintain essential public services. Grants-in-aid 
night be linked to community agreements to share responsibility for public 
services. In this and other programs, the challenge will ba to craft means of 
public support which allow services to continue in communities that need them 
while still allowing structural changes 1;- the rural economy to continue. 

Supplementing rural Incomes during the rural economic transition is « 
short-run policy objective. Government support Is no substitute for long-run 
economic growth, but policymakers nay want to aupport rural Incomes for a 
period of tine. That 1b an Inherent objective of fann prograas. Rural 
policymakers will want to examine how well farm programs achieve broader rural 
income goals. Also, the role of other income transfer programs may need to be 
reexamined in l?ght of structural change in the rural econony. Social 
aecurlty. for example, will become more important to rural coOTunlties with 
aging populations. Overall, direct Income transfer programs probably meet 
fairly limited objectives but still nay serve to soften the effects of rural 
change . 
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The rural dRYy]ft pnent poHgy 

A rural developaent policy la a auch different policy response to rural 
economic decline. Rural developaent policy aeeks, to aoae extent, to reverae 
market trends. Rural developaent policy, then, reata on aojlal grounds and 
much laaa on economic grounds. The United Statea doea have a long hlatory of 
rural development programs on vhlch to base Its rural policy. In addition. 
poUcymakera asy vlaw aalntalnlng aoae aagaanta of rural Infrastructure- - 
education, transportation. Industrial plant and equlpaant-aa Integral to 
long-run economic coapatltlvanaa Industrlaa auch aa agriculture. 
Prolonged economic atreaa will raault In the deterioration or cloalng down of 
■ajor coaponenca of the rural Infrastructure. Policymakers my choose to 
offaet .one of that deterioration for a period of tlae. 

Eaalng the transition from nsirow. weakening economic baaes to new. aore 
vigorous and diversified ac^nomlea la the aoat appropriate objective of rural 
developaent policy. To thla objective, the federal role aay beat Involve 

careful Inveataenta In rural Infraatracture while allowing atate programs and 
local buslneaa daclalons to Influence local buslneas activity. Care will need 
to be taken In federal Infraatructure Inveataenta because funds are likely to 
be acarca and Inveataenta will be most effective whan located In rural regions 
that already poaseaa attrlbutea that are attractive ,o private Inveataent. 
Thus, federal rural Infraatructure programs can be viewed aa catalyata for 
rural developaent. 

Rural developaent policy. In one of Ita foras. can be regarded as a two- 
pronged raaponsa to rural economic problems. Pollcyaakars aay want to 
facilitate economic adjustment in rural areas with little prospect for 
economic revival, while et the .aae time atiaulatlng businesa activity in 
areas with greater growth potential. The problem with thla dual approach U 
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that It naca»»lt«ta» a gort of policy trlaga- .deciding vhich niral areas have 
characterlstlca conduclva to growth and than targeting prograas accordingly. 

Buslnass development prograaj--»ub»ldle» to attract Industry to n:ral 
areas- -ara tha province of stata and local govamaenta. If the federal 
govamaent ha» a clear rural policy and la Involved In rural Infrastructure 
Investaant, atate and local prograas to stiaulate business activity can be 
directed eccordlngly. But without clear federal policy direction, atate and 
local af forte aay be auch less affective. 

Overall, rural developaent policy Involves e long-run conaltment to 
stiauletlng aconoalc growth In rurel erees. Tlia federal rola appeere to be 
Invsstlng la rurel Inf restructure for both the developaent and transition of 
the rural econoay. Educetlon aay be one of the Host Important parts of the 
rurel Inf restructure. Agriculture, for example, Increeslngly finds thet Ita 
comparative edventega cteas'auch lees froa ectual fera production end auch 
Bora froa tha technology Inherent In the trensporpetlon, hendllng, and 
processing systea. Ongoing beelc reseerch end the eppllcetion of new 
technology In this eystea will be key to U.S. egrlculture'e future success, 
Stsces end locel comaunltles wf-ll be leCt with the greetest rurel development 
task- -attracting businesses to rural locations. 
Farm poU cv end rural policv 

As public Interest In rural policy grows- -whether thet Interest Is In 
rural transition policy or rural development pollcy-.the cleer differences 
between fera policy and rural policy need to be understood. The fera policy 
ef forte of the 1930s olght have legitimately been rural programs; that Is not 
true today. In the 1930s, e quarter of the U.S. population lived on farms, 
and more than half of the rural population lived on farms. Today, only 3 
percent of the U.S. population live on farms, and only a tenth of the rural 
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population .re f.nMts. Moreover, nonfara Incoae Is aore laportmnt then Uvm 
Incoae for 2 of every 3 fexas In the United States. 

The question aust be wked, eWTftfore, whether current fera progreas 
aeet broeder rurel objectives. Fara progr«s do keep f.ra Incoae high «id 
laprove business activity in erees dependent on feralng. And In the ebsence 
of cleerly stated rurel policy, f.ra prograas .re the prlaery scurce of public 
support to rurel Aaerlce. But as I noted earlier, only a fourth of the 
nation's rural countles-«id less than 12 percent of the rural population- 
depend prlaarlly on agriculture. D«plte these facts, f.ra prograas continue 
to receive conslder^le support. I have been lapressed by public opinion 
polls that continue to Indlcete broad support for fara prograas. .ven as thy 
costs of those prograas have aounted In recent yeers. Let ae suggest that 
aany dtlrens aay support Tara prograas because they believe- Incorrectly. I 
alght edd-thst the prograas vlll achieve the rurel goals they velue. In 
short, pollcyaakers aust decide If fara prograas. currently the priaary policy 
link to the rural econoay. aay Se too narrowly focused to a.et rural 
objectives, if so. soae of the public funds now going to fera prograas nay 
need to be redirected to rurel prograas as rural policy Is lopleaented. 
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trentlemen I would like to ask each of you, what in vour mde. 

S trvltto' h^i"'^ thaf works best? Ind worl 

in trying to help small business in rural communities. 

t^L^T ^r.^u ^^'"^^ l^^^^y there-what Federal programs 
"^"^ ^i'^^f ^hi'^h tend to work the worst? 
Who wants to take a shot at that' 

•^tirl-i.^^il'^^^ J "^u ^^"^1 knowing all the risks associated with 
starting here. My observation would be that if you want triook at 

fey SrlTe^'?Tp"HyT-'°P?^^'i.* P^^'^y- settTng^aSde farm 
Eh ^ ' difficulties IS that we do not have a policy 

which focuses on the area, so one has to look at the conseauencS 
of a^whole lot of other efforts in terms of the effecte tffihly ma? 

Sti? p^IijfcLTr^^^^^^^ been really useful in our 

Senator Baucus. I am sorry, your State is? 
Dr. PuLVER. Wisconsin. 

Programs which have been very helpful in our state . avP 
the guaranteed loan programs of Lth the SBA and FrrmSrHomS 

smSlTusW^^^^^ °f assistance at eSt t^ 

small busmesses in rural communities. Our state, by examination 
you will see is taking very strong advantage of those proSs and 
It IS an important adjunct to our effort programs, and 

oi o T!®'"^! ^^^^^ insofar as it k a combin . ion of State Feder- 
al, and local funding, is the cooperative exte-- .,on senrfc? We have 
iSiiS'*.'"'"'"'*,"'""* °^^"y State in the United States to locll 
^u?c^^'liS I'i"^ T^'T^" development and other natur j re- 
^ntf^n ^ll^ u local level. And the support which we have 
SS^Sseful ^'"^ tSat regard, Z been 

wirsTpro^am'' ^ ^^"^'^^ identify what would be a 

In my sei.3e, in a worst sense, I guess I would have to sav that T 
.oTp Pf^bably .Identified that already. The IffSrt toTryte wfthdraw 
hurtful ^'"^'^ '"PP^"^ *° Pl^""i"g' hL bir vei? 

de?e'SilaS'^n?^V7 V ''^^ ^^^^^^^y ^^"^^ specific efforts in 
Sff^ ' P^'^iculariy in transportation and some other efforts 
which bode very poorly. For example, if you are trying to establish 
the headquarters of an important sekrice industr7in central Wis 

aged fbout the rZZ^^^'f^^^ ^"^denly be discour- 

SenatSr RAnr?f« .^^'^if ^ expansion fn that environment, 
senator Baucus. Thank you for going first. 
Who wants to go next? 

scribe ^hewo'oT^ i '^'i"^'^ %^*b P*"- P^l^e*-- I would not de- 
scriDe the worst Federal program, but I would describe a lark nf 

manysStes-^^ii'^ direction. T think thatT some"e"ten? we'ee 

Senator Baucus. Direction whore' 
poUc'y whTrhJ F^Hpi^r^ of direction in a clearly stated rural 
S mlP ifiSL f'^l^-'""'^^ P-°^''=y objectives are, what the Fed- 
eral role 18 going to be in meeting those objectives, and what the 
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corresponding roles for States and local communities are going to 
be. 

if, for example, Mr. Chairman, you were to look at what is hap- 
pening in states across the heartland, there is a great deal of inter- 
est in rural development. One of the problems is that the states are 
sometimes working at cross-purposes In part, I think that is due to 
a clear direction from the Federal Government as to what their role 
in rural development is going to be. 

And I think defining that 

Senator Baucus. For example? What causes that cross-purpose 
effort? You say that is in part oecause of directions from the Feder- 
al Government? T 1 XL 

Dr Drabenstott. From a strategic perspective, I think there is a 
general lack of cooperation among States to meet rural develop- 
ment objectives. And I would lay some of the blame for that lack of 
cooperation to the fact that there is no clearly defined Federal role 
in rural development programs. 

Senator Baucus. Are you implying that, even though a little 
competition is a good thing, that perhaps in this area it is too self- 
destructive? ^, ^ _^ ^, . 

Dr. Drabenstott. Yes, I would ap^ree with that, Mr. Chairman. 
For example, if you look at neighboring States m our part of the 
country— Kansas, Nebraska, Oklahoma, the Dakotas— many of 
these States are going to face difficult problems providing retrain- 
ing programs for people that leave rural areas. 

In many respects, they would benefit from some sharing of those 
retraining efforts. The Federal Government might be able to play a 
role in bringing about some of that cooperation. 

Senator Baucus. Are there any present Federal programs that 
you can point to that have worked? r x x 

Dr. Drabenstott. I would say that the Federal infrastructure 
programs historically have been quite successful in stimulating 
rural development. There hive been many studies done, for exam- 
ple, in the Appalachian region that suggest that investments m 
rural infrastructure were quite successful in stimulating rural de- 
velopment in those areas. ^ ^ . 

As I have suggested, I think carefully targeting investments m 
rural infrastructure will be a very beneficial federal role. 

Senator Cook. If I could give you an example of the transporta- 
tion problem, next week I have to travel to Montgomery, AL. Ihe 
round trip air fare from Albany, NY, to Montgomery, AL, is 1 

think $626. , , « o xt v i 

I also in the airport saw a sign where I could % from New York 
to Switzerland for a ski weekend and return for $399. I might take 
that alternative. [Laughter.] 

Nevertheless, in terms of good programs, the one that probably 
has been most useful in our area has been the Appalachia region 
program. It has had great diversity. It has been used to great ad- 
vantage, and I think it has been a great boon to us. , , 

The greatest problem area that I would identify—and it does 
relate to agriculture— has been, and perhaps this has been coriect- 
ed and I am not an expert, I do not know, has been the tax treat- 
ment of the way in which commercial enterprises could write ott 
investments in agriculture. 
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nnrrh JL"^?^ ^''"'■I r""*^' ^^^'"^^ ^"6^' One corporation 

"^/^ family farms m succession, held on them for a rela- 
wpr?«fe.^7'^.°^ time and took all the tax benefits that they 
nnHp^KL flf^'f .f"™ have now moved on. And the last thing I 
understood that they were getting subsidized in Canada for going 
up there and doing something in Canada. 

«^oT'JL"°j^^^^^^t*^-®^® P®°P^^ ^^"^ been totally destructive, but 
What this does to the infrastructure, economic infrastructure of a 
community, is change this from the family farm concept to where 

vnf,'"^r$'v,'^ ^!u"^ employee, and then the employer leaves and 
you don t have the employment at all. 

K.^"^J the tax laws really, if they have not already 

been changed in that regard, should be examined carefully 

loo1fp'If?/f?^"f''"'-i*^i"^ excellent point. We have not 

l tax code to see how it creates incentives or disincen- 

Sffi t^J.^'h Act tried to address 

equality and tried to address equity, simplicity and equity. 
♦-.1® did not pay any attention, unfortunately, to growth and par- 
proE international competitiveness. It is a major 

One final question. What about other countries' models or pro- 
^ms? Are any of you aware of any similar efforts or undertaking 
that? *hat work? Have you had a chance to look p>t 

Dr. PULVER. The models that have been successful in maintain- 
ing a strong rural economy are completely different governmental 
models, strongly different at least. For example, in Nonva? whe7e 
they have a commitment to maintenance of—— 
V, JT**"" ^AUCUs I will be practical, pragmatic about this. What 
lem? °" countries that works in addressing this prob- 

«i«?inn^"fru" '^^^^ essentially directed specific financial as- 
rS^^^ u housing and the maintenance of income support to 
K nJ" f^K^vf ^^^•'i'^^-™^"*^' whether they -.re farming or non- 
farming establishments, in the rural environments, as a direct 
income support mechanism. 

,„i^'?'^T^^?'"t '^Sli^'^ somewhat difficult in this environ- 
pl-oblem anything that is easily transferable, that is the 

Senator Cook. I think the diff' -nee between the European 
J7v,^^^'"PL^' *he United States is that the whole, if I 
can use that word, socioeconomic structure is much more stable 
SowVSV' ^^/i^*,^^* ^^^e place betweenTtlLtha? 

who mX aro'md population rapidly and people 

of 35® population distribution within those nations stays relatively 
f L^l"^ therefore programs that are put into place tend to work 

no^ntif •^'"ll'""- ^ ^^'""^ Of *he problems we have in this 
country is^ because we are so mobile, that we tend to move out of 

alv morp?n';L''nifni f K^^"^ P^^'^^' People are not there 
any more in the place for the program 

pH„f f !!"" .^^"^"S. Well, it is an excellent point. You touched on 
r^uV^'^- OFt-^l'^T^ statement. You know, people talk about 
Japan. The fact is that I think we get hung up on, although it is 
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important, the number of days that Japanese kids go to school, 240 
days a year, versus our 180. Also, by the time Japanese kids gradu- 
ate from high school they have virtually 3 or 4 more years of edu- 
cation than do American kids. 

But that is not the main point. The main point is that, as I un- 
derstand it, that equality of educational opportunity is much more 
a reality in Japan than it is in our country. That is, there is no 
tracking system in Japan. Kids go to school, they get the same op- 
portunity with high quality teachers throughout the country. 

Then they takr \e exam to see if they get into senior high from 
junior high. A'_ again, in senior high, no tracking. You have got 
the same teachers, although your mother may tutor you in addi- 
tion so you pass the last exam that del.rmines whether you get 
into college. 

But the point is there a truer equality of educational opportuni- 
ty, which helps provide better mobility. 

So if our country had the high educational standards plus equali- 
ty of opp<ai:unity, then the kids could, when they grow older, trans- 
fer to different parts of the country and meet some of the kinds of 
problems that you were addressing. 

Dr. Drahenstott. Mr. Chairman, if I could make a comment in 
response to your statement. I think that educational resources for 
rural areas are going to be very important in the period ahead, for 
two critical reasons. 

One, I think there is going to be a demand for retraining serv- 
ices, and there is a problem in the rural communities that as the 
tax base declines it becomes more and more difficult to maintain 
that high level of education. 

Senator Baucus. No doubt about that. You knov that if some- 
one graduates from high school today he or she is going to have six 
to seven different jobs by the time he or she retires. 

Thers is more mobility with increases in technology. That means 
more emphasis on retraining and on skills to adapt quickly to new 
kinds of jobs than would have been the case years ago. 

Dr. Drabenstott. And I would suggest that one segment of a 
rural policy. Federal rural policy, might be to examine what role 
the Federal Government might play in sharing some of the transi- 
tional resource costs to predominantly rural States. 

The second point I would offer is that there is a great deal of in- 
terest across the heartland in what role universities are going to 
play in spurring economic development. That is another area 
where, if there were a clearly defined Federal role, could serve to 
coordinate some of those efforts to spur economic development and 
strengthoi the linkages between universities and the private 
sector. I think that would be advantageous as well. 

Senator Cook. Could I expand, and perhaps I am opening up a 
new area, but recently our commission has been looking at health 
care and I have come across some very interesting dilemmas in the 
past three weeks, one being hospitals cannot get nurses. You 
cannot hire nurses. 

Second, nursing schools cannot get students. We have nursmg 
schools all over the place. Students are not attracted to go into 
nursing. 
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We have DRG systems in place which require people to go home 
and assume the existence of home health care services, and yet we 
find that over the past 3 or 4 years the average home health 
?yea? ^^^"^ employees at the rate of perhaps 10 percent 

The dilemma of this is when we have, as everybody has indicat- 
ed, a pool of workers out there who do not have jobs, we have jobs 
that are gomg begging in some very, very crucial areas in rural 
communities. The education component is a part of it, but also is 
priorities m terms of what our economic system— how our econom- 
ic system looks at the value of certain types of employment. 
. And with the changing demographics, the aging population, the 
importance of health care workers and social workers and people of 
that nature who have Wnd of been at the bottom of the economic 
ladder has to be re-examined, not in terms of whether it is good or 
oad, but simply in terms of whether we are going to be able to find 
these people in the first place; and second, in terms of providing an 
®^^oyment opportunity which is something that we certainly 

Senator Baucus. I appreciate that. 

is?[KughterT^^*^°" switching 

Just thought I would ask. Thank you very much. 

OK, final panel: Mr Don Peoples, chief executive officer of Butte 
Silver Bow, MT; Mr. Don Stringham, chief executive officer, Gen- 
exus. Inc.; and Mr. David Martin, executive director of the Arrow- 
head Kegional Development Commission, Duluth, MN 

Gentlemen I appreciate your presence here. I would like you to 
go ahead, first Don. Let me introduce Mr. Peoples. When I say this, 
1 mean it: I do not know anybody in public service who is a more 
dedicat«l public servant, bar none, than Don Peoples. 

Don Peoples for those of you in the room who do not know, is 
from Butte, MT. Butte, MT, has gone through a lot of the Unds S 

Arr-n ^f^'^"^ *°d^y- ^utte, MT, has seen 

Arco pull out But the Butte people have more heart and soul, 
IIZ \u op*!™"?™' creative energy, in my judgment than most 
any other group of people than I have ever known. 

And Don Peoples exemplifies that. He has led Butte, which is 
down in the doldrums, to become the shining star in our State 
. It IS a real l.onor, Don, to have you here today. If what you have 
18 contagious, then this country is going to be number one economi- 

STATEMENT OF DONALD R. PEOPLES, CHIEF EXECUTIVE 
OFFICER, BUTTE-SILVER BOW, MT 
Mr Peoples. Thank you, Mr. Chairman. With that fine introduc- 
tion, I suppose I should just c.se and leave the room. But it is a 
pleasure to be h-ire. 

Senator, interested people: Butte is a very interesting town. It 
has a very interesting history. It may be one of the few communi- 
ties in the United States that has undergone the transition from a 
metropolitan area to a rural area. Copper mining was responsible 
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for the growth of Butte into a cosmopolitan city which in 1920 had 
a population of over 80,000 people. 

We have gone through a lot of difficult times in Butte. We have 
had recessions, depressions. We have gone through the changes in 
the methods of mining, of copper mining, and of course we have 
gone now through a period of time where the copper market itself 
has declined dramatically. So Butte's population today is in the 
area of about 38,000 people, which represents a very significant de- 
cline. 

On June 30, ld83, the whistle blew for the last time for about 
1,000 employees of the Anaconda-Arco Company when they sus- 
pended their mining operations. At about the same time, we had a 
major distribution center close its operations in Butte, resulting in 
a loss of another 400 jobs. So within a year's time— much shorter 
than that. Within about a four month period in Butte, we lost 
about 1,200 basic industry jobs. 

So we obviously felt that the reliance on the one industry was 
certainly something that was a devastating effect with us. It left us 
with high unemployment, it left us with physical impairments that 
was caused by the extraction of the copper ore, and a feeling of 
being abandoned in the lack of— really, a very deep frustration 
that obviously had to be dealt with in very serious terms. 

Rather than rolling over and dying, as many people expected 
would happen in Butte, the people of Butte refused to accept the 
dark scenario that had been set for us and we set about the busi- 
ness of an economic recovery strategy. In summary, that strategy 
was to retain what already existed in Butte and to help new small 
businesses expand and to attract businesses by helping them start 
and grow. . 

Now, we recognized that, at least for the short term, small busi- 
ness was the key to stabilization of the Butte economy. One of the 
advantages that we had in Butte, of course, is being strategically 
located as far as transportation is concerned. Montana is a State 
rich in natural resources and rich in agriculture, and Butte is for- 
tunate to be on the hub of an interstate, two interstate highways, 
1-90 and 1-15. ^ . 

We are also the only community in the State of Montana that is 
serviced by two major rail carriers, the Burlington Northern and 
the Union Pacific. 

And we took advantage of that strategic location by coming forth 
in the State of Montana with a new innovative approach to ship- 
ping commodities from Montana. And we developed, with the help 
of the State and the Federal Government, a major grain terminal fa- 
cility which allows shippers of grain and barley and growers of 
grain and barley to ship their commodities to Butte by truck and 
then have them transloaded and shipped to new markets. 

That has done a number of things for us. It has opened up new 
markets for Montana commodities and it has created a number of 
jobs for Butte workers as well. 

In addition to that, we have now developed a lumber transload- 
ing facility utilizing this same basic premise, and we are now in 
the process of developing with the State of Montana a major hub 
facility that will create several hundred jobs in the Butte area 
within the next year. 



Perhaps one of the best examples in the country of developing a 
tCtTadtin^'.'*' Jtf development of the mining%rop'erties 
that had been closed by Anaconda by a company called Montana 
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Mr. Dennis Washington, the owner of that company, purchased 
the mining properties m Butte and reopened the copper mining fa- 
cilities m that community as a small business enterprise And It is 
a small business enterprise. There is 350 employees, as compared to 

Sumben employees were doing, with one-third the 

They have cut the cost of operations by over 50 percent and thev 

of nSl '^'/''^ ^ "'f''- '^V' ^dded another $20 milS 
mnnlfT f^'' P",':'=ljases of goods and services, to our com- 

^''^ . M-' "J^ ^ """^l'^'- of "ew small businesses 
being able to re-establish themselves in the community 

rr^lnff^'^T- Y-t 1?^^^ "«^ted a small business develop- 

ment center in Butte, utilizing EDh, local government, SBA funds 
and a number of other State and private funding sources. We have 
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We are obviously moving into some other areas as well Takine 
advantage of our strategic location in regard to our eSion and 
in regard to our cool winter weather, we Ire developingTh gh aSi^ 
tude training facility for Olympic competition. That facility is now 

Sfif^fr.'*"''^?',^'?^ community is in the process of ^lisTng 

u ™? Privately to construct that facility 
AiricT a major facility, employing upwards to 200 people in 
S[rfnf n'^f w'* jobs and ^.e expect that to be a center that will 
Olvw^ ^^IJ^^™ ■ f*""™ ^" o^^*" *l^e world to train * r the 1988 
Olympics and other winter games throughout the country. 

for .HnW.^^'? '""^^^T^ development of a psychiatric facility 

Smt S Jl^?t Pfy^^'atric facility for adolescents will create 
some 100 new jobs m the community within the next year 
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r^PnV f ' to restore those through small business develop- 
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ly have reached our goal of replacing those 1,^00 jobs. 
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SSnpr ?n ^^"^ businesses have been able to grow and 
proper m an economy that was not conducive to growth 
sisSTcfof S have been able to do this without as- 

»^!ft f„ call the pubhc-private partnership. Senator, I 

want to emphasize this morning the importance of the pub ic 
aspect of this. It was EDA, it was SBA, it was the CDBG block 
grant program, it has been the job training programs that have 
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That is the important point that I want to make. It is, you have 
to have that public-private partnership and the public partnership 
has to have those basic tools that are available to us today. 

We have had some success in Butte, but we have not gone far 
enough. We are going to be entering into a new phase of develop- 
ing our economy, and we call this the industrialization phase of our 
economy. 

And we are going to be looking at adding value to Montana prod- 
ucts. The State of Montana, as you know. Senator, has a history of 
allowing its natural resources to be exploited, leaving the State 
with a negligible tax base. Our timber, our minerals, our cattle, 
and our agricultural products for the most part have been shipped 
out of the State for processing. 

Our new goal is now to develop small industries that would add 
value to some of these resources before exporting them. 

In order to choose that, however, we need the public-private part- 
nership to continue, it is absolutely essential. In Butte, we have 
proven that it works, and we want now to build on those new and 
innovative approaches and develop not only Butte but the entire 
State of Montana. 

Thank you. 

[The prepared statement of Mr. Peoples follows:] 
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MKW f^RSPKCTlVnS O'l THE RURAL 
U.S. SENATE COHKlTTEt: ON SMALL BUSINESS 
TESTlh-ONY BY 
DONALD R. PCOPLES, CHIEF EXECUTIVE 
DUTTE-SILVL'R , MONTANA 
MARCH 5, 1987 

BUTTE, MONTANA HAS A UNIQUE HISTORY. IT MAY BE ONE OF 
THE FEW COMMUNITIES IN THE UNITED STATES THAT HAS UNDERGONE 
THE TRANSITION FROM A METROPOLITAN AREA TO A RURAL AREA. 

COPPER MINING HAS RESPONSIBLE FOR THE GROWTH OF BUTTE INTO 
A HETEROGENEOUS COSMOPOLITAN URBAN CITY. IN 1920, BUTTE BOASTED 
A POPULATION OF 60,00fl INHABITANTS MAKING IT ONE OF THE LARGEST 
CITIES IN THE NORTHWEST. APPROXIMATELY 12,000 MINERS WERE EMPLOYED 
IN THE UNDERGROUND MINE TUNNELS AT THE PEAK OF OPERATIONS. 
SINCE THE 1930'S, BUTTE'S ECONOMY AND POPULATION HAVE FOLLOWED 
THAT OF THE COPPER INDUSTRY IN A STEADILY DECLINING TREND. 
THE UPS AND DJWNS OF THE COPPER INDUSTRY WERE REFLECTED IN BUTTE'S 
BOOM AND BUST ECONOMY. 

THE RECESSION IN THE UNITED STATES COPPER INDUSTRY WAS, 
IN TURN, RESPONSIBLE FOR BUTTE'S POPULATION DECLINE RESULTING 
IN ITS NOW BEING CLASSIFIED AS A RURAL AREA. THE 1980 CENSUS 
FOR BUTTE-SILVER BOW WAS 38,092. THIS IS A 371 POPULATION DECREASE 
SINCE 1920. 

IN 1955, THE ANACONDA MINERALS COMPANY BEGAN OPEN PIT OPERATIONS 
AT THE BERKELEY PIT WHICH CONSUMED THIRTY-FIVE OF THE UNDERGROUND 
KINES AND A PORTION OF THE CITY ITSELF. IT HAS THE LARGEST 
TRUCK OPERATED OPEN PIT MINE IN THE UNITED STATES. THE PERIOD 
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FHOM 195C - 1930 SAW CHANGES lU MINING TECHNOLOGY THAT COUPLE!^ 
V;iTH A 0LPRES5ED UORLD COI'PLH MARKPT AND INCRKASCD PRODUCTION 
COSTS, CAUSED SIGNIt'ICANT CHANGES IN BUTTE'S PRIMARY INDUSTRY. 
MOST OF THE UNDERGROUND MINES CLOSED DURING THIS IC WITH THE 

LAST ONE, THE KELLEY, CEASING OPERATION IN 1982. ON JUNE 30,, 
1983, THE ANACONDA MINERALS COMPANY SUSPENDED ALL MINING OPERATIONS 
IN BUTTE. 

BUTTE FELT THE PAINFUL REALITY OF BEING DEPENDENT ON ONE 
INDUSTRY, WE WERE LEFT WITH HIGH UNEMPLOYMENT, THE PHYSICAL 
IMPAIRMENTS CAUSED BY THE EXTRACTION OF THE COPPER ORE AND A 
FEELING OF BEING ABANDONED THE LACK OF ECONOMIC DIVERSIFICATION 
MADE THE BLOW DOUBLY HARD TO ACCEPT. LIKE MOST SMALL CITIES 
IN RURAL AMERICA, SURVIVAL REPLACED THE ONCE ASSUMED GOAL OF 
GROWTH. MEDIA REPORTS WERE PREVALENT DESCRIBING THE DEATH OF 
BUTTE AND PREDICTING IT WOULD aOON 3E LITTLE MORE THAN A DECAYING 
GHOST TOWN. 

HAPPILY THE BUSINESS, CIVIC AND GOVERNMENTAL LEADERS OF 
BUTTE-SILVER BOW REFUSED TO ACCEPT THIS DARK SCENARIO AND SET 
OUT TO DEVELOP AN ECONOMIC DEVELOPMENT STRATEGY WITH IMMEDIATE, 
INTERMEDIATE AND LONG RANGE GOALS. OVER 250 COMMUNITY LEADERS 
REPRESENTING EVERY SECTOR OF THE ECONOMY TOOK PART IN THIS PLANNING 
PROCESS. THIRTEEN DIFFERENT AREAS OF THE LOCAL ECONOMY WERE 
STUDIED AND STRATEGIES DEVELOPED. IN MANY RESPECTS ALL THE 
STRATEGIES WERF CONCERNED WITH EXPLOITING AND RETAINING WHAT 
ALREADY EXISTED IN DUTTE, HELPING EXISTING SMALL BUSINESSES 
TO EXPAND, ATTRACriiJG NEW BUSINESSES AND liHLPING THEM TO START 
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AND GROW. BUTTl. RLC0GNI7,E0 THAT AT LHASi FOK THE SHORT TCRM, 
SMALL BUSINESSES WbRE THE KtY TO STABILIZATION AID ANY GROWTH 
OF ITS tCONOKY. WHILE IT MJGHT HAVL BECK NICE TO DREAM OF A 
FORTUNE 500 COMPANY COMING IN AND SOLVING ALL OUR ECONOMIC PROBLEMS, 
IT WASN'T GOING TO HAPPEN. 

DEVELOPMENT WOULD ONLY OCCUR WHEN WE RECOGNIZED OUR STRENGTHS 
AND EXPANDED UPON THEM. ONCE THE PLAN WAS IN PLACE AND THERE 
WAS A COMMUNITY CONSENSUS OF THE STRENGTHS AND THE STRATEGIES 
TO BE FOLLOWED, PLANS WERE IMPLEMENTED TO FORGE AHEAD ON PROJECTS. 

ONE OF BUTTE'S ADVANTAGES IS THAT IT IS AT THE CROSSROADS 
OF TWO INTE ^.OCTING INTERSTATE HIGHWAYS AND IS SERVICED BY TWO 
MAJOR RAILROADS. IN FACT, IT IS THE ONLY CITY IN MONTANA WITH 
ACCESS TO A SOUTHBOUND RAILROAD, THEREFORE, TRANSPORTATION DEVELOP- 
MENT MADE GOOD SENSE. BY BUILDING ON THIS ASSET, THE PORT OF 
MONTANA AND LOCAL GOVERNMENT TORKED TO DEVELOP A UNIT TRAIN 
GRAIN SUBTERMINAL AND LUMBER TRANSLOAD FACILITY, AND ARE NOW 
WORKING TO EXPAND THIS CONCEPT TO OTHER MONTANA COMMODITIES 
WITH THE DEVELOPMENT OF A COMPLETE TRANSPORTATION HUB FACIMTY. 
THESE SMALL BUSINESSES WILL CREATE APPROXIMATELY FORTY DIRECT 
JOBS AND TWICE AS MANY INDIRECT JOBS. IN A RURAL COMMUNITY, 
THIS HAS A SIGNIFICANT IMPACT ON THE ECONOMY. 

PERHAPS ONE OF THE BEST EXAMPLES IN THE COUNTRY TODAY OF 
DEVELOPING A COMMUNITY'S ASSETS AND OF THE ABILITY OF SMALL 
BUSINESS TO BE A MAJOR FACTOR IN ECONOMIC DEVELOPMENT IS MONTANA 
RESCRCES, INC. THE BUTTE HILL IS STILL RICH IN COPPER AND 
MOLYBDENUM, BUT AS I SAID PREVIOUSLY, THE ANACONDA MINERALS 
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<.OMPANY SUSFf.MDED ITS COFFhR MIMNG OPLHATIONS IN BUTTE IN 1983. 
THIS GIAUT CORPORATION COULD HOT OVhRhTL PROFITABLY id THC WORLD'S 
COMPLTITIVC COPPER INDUSTRY. WHY THEN UOULD A SMALL BUSINESS 
ENTREPRENEUR THINK HL COULD SUCCEED VvHERi. ANACONOA/ARCO FAILED? 
DENf4lS WASHINGTON FROM MISSOULA, MOtiTANA BOUGHT THE ANACONDA 
MINERALS COMPANY'S PROPERTIES AN J INCORPORATED MONTANA RESOURCES, 
WHICH IS SUCCEEDING IN OPERATING MORE EFFICIENTLY. MONTANA 
RESOURCES PRESENTLY EMPLOYS 306 PEOPLE IN BUTTE. THEY OPERATE 
WITH MULTI-SKILLED E^jPLOYEES AT ALL LEVELS,, AND HAVE ELIMINATED 
THE HIGH CORPORATE OVERHEAD THAT PLAGUED THE BIG CORPORATION. 
THE RELAXED SMALL BUSINESS ATMOSPHERE AND PEOt'LE ORIENTED MANAGEMENT 
IKSTILLS A MUCH HIGHER LEVEL OF PRODUCTIVITY WHICH HAS RESULTED 
IN THE PROCESSING OF AS MANY TONS OF ORE AS THE ANACONDA MINERALS 
COMPANY WAS PRODUCING WHEN IT CLOSED WITH HALF THE NUMBER OF 
EMPLOYEES, EVEN AT TODAYS DEPRESSED METAL PRICES, THIS SMALL 
COPPER PRODUCER IS COMPETING SUCCESSFULLY IN THE WORLD MARKET 
WITH GIANT CORPORATIONS AND GOVERNMENT SUPPORTED FOREIGN PRODUCERS. 
IT IS AN EXCELLENT EXAMPLE OF WHAT A SMALL BUSINESS CAN ACCOMPLISH, 

AS A DIRECT SPIN-OFF FROM THE RESUMPTION OF MINING IN BUTVE, 
A SMALL BLASTING PO;n)ER MANUFACTURER HAS MOVED TO THE COMMUNITY. 
THEY ARE OPERATING OUT OF THE NEWLY OPENED BUSINESS DEVELOPMENT 
CENTER, WHICH WAS CREATED SPECIFICALLY TO ENCOURAGE AND ASSIST 
THE FORMATION OF NEW BUSINESSES. THE BUSINESS DEVELOPMENT CENTER 
WAS MADE POSSIBLE BY UTILIZING EDA, LOCAL GOVERNMENT, STATE 
AND PRIVATE FUNDING SOURCES. n OPENED IN DECEMBER, 1986 AND 
ALREADY THERE ARE SEVEN SMALL BUSINESSES OCCUPYING THE BUILDING 
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WITH FOURTEEN NEW JOBS. 

BOTTE-S CLIMATE HAS OFTEN BEEN SEEN AS A MAJOR DISADVANTAGE, 
HOWEVER, ONE KEY TO ECONOMIC SUCCESS IS TURNING yoUR PERCEIVED 
WEAKNESSES INTO STRENGTHS. BUTTE-S HIGH ALTITUDE AND COLD CRISP 
WINTER AIR MAKE IT AN IDEAL SETTING FOR TRAINING WORLD CLASS 
ATHLETES - THUS THE DEVELOPMENT OF THE U.S. HIGH ALTITUDE SPORTS 
CENTER SPECIFICALLY DESIGNED TO TRAIN U.S. OLYMPIC SPEED SKATERS. 
IT IS THE ONLY HIGH ALTITUDE TRAINING FACILITY OF ITS KIND IN 
THE UNITED STATES. WHEN COMPLETE, T-S FACILITY WILL EMPLOY 
APPROXIMATELY 20-24 PEOPLE, HOWEVER, THE SECONDARY IMPACTS ON 
THE SERVICE RELATED INDUSTRIES WILL BE FOUR-FIVE TIMES THAT 
AMOUNT DUE TO THE NUMBER OF U.S. AND FOREIGN SKATERS, COACHES, 
SPECTATORS AND MEDIA PERSONNEL THIS FACILITY WILL ATTRACT. 
IT STARTED WHEN ONE PERSON HAD A VISION AND REALIZED THAT BUTTE'S 
CLIMATE AND ELEVATION COULD BE AN ASSET. 

THERE ARE NUMEROUS OTHER SMALL BUSINESSES THAT HAVE EXPANDED 
AND DEVELOPED HELPING TO STABILIZE THE ECONOMY. RIVENDELL COR- 
PORATION, FOR EXAMPLE, IS IN THE PROCESS OF CONSTRUCTING A YOUTH 
PSYCHIATRIC TREATMENT CENTER THAT WILL CREATE Ifla NEW JOBS. 
THEY CHOSE BUTTE IN PART DUE TO ITS CENTRAL LOCATION AND IN 
PART DUE TO THE COOPERATIVE EFFORTS OF THE BUTTE LOCAL DEVELOPMENT 
CORPORATION AND THE LOCAL GOVERNMENT. IT WAS IN FACT A COMMUNITY 
PARTNERSHIP. 

ONE OF THE MAIN POINTS I WISH TO MAKE IS THAT IT WAS SMALL 
BUSINESS EXPANSION AND DEVELOPMENT THAT KEPT BUTTE FROM SLIPPING 
INTO THE OBSCURITY PREDICTED FOR IT. MANY SMALL BUSINESSES 
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HAVE BEEN ABLU TO GROW AND PROSPER IN AN ECONOMY THAT V7AS NOT 
COMDUCWL TO GKOWTIi. HOWEVER, THUV WOULD NOT HAVE DEEti ABLL 
TO DO THIS W'lTHCUT ASSISTANCE;. PUBLIC/PRIVATE PARTNERSHIPS 
HAVE litCH ESSENTIAL TO SMALL BUSINESS DEVELOPMENT IN BUTTE. 
WHETHER IT WAS THROUGH T.*,:; INCENTIVES, LAND ASSEMBLAGE, THE 
PROVISION OF PUBLIC INFRASTRUCTURE, INDUSTRIAL DEVELOPMENT BONDS, 
THE USE OF FEDERAL GOVERNMENT PROGRAMS SUCH AS THE SBA AND EDA 
OR THROUGH THE ADVANTAGES OFFERED BY THE SMALL BUSINESS DEVELOPMENT 
CENTER, THE LOCAL AND STATE GOVERNMENTS HAVE TAKEN AN ACTIVE 
ROLE IN ENCOURAGING AND ASSISTING THE SMALL BUSINESS WHO, IN 
TURN, HAVE PROVIDED STABILITY AND DIVERSIFICATION TO THE ECONOMIC 
BASE. IT IS IMPORTANT TO REMEMBER THAT SMALL BUSINESS IS RESPONSIBLE 
FOR OVER 900,000 NEW JOBS IN THE UMTED STATES EACH YEAR. THIS 
GROWTH MUST BE FOSTERED. PUBLIC/PRIVATE PARTNERSHIPS ARE ESSENTIAL 
IF SMALL BUSINESSES ARE TO DEVELOP AND PROSPER IN RURAL AMERICA. 

EVEN THOUGH WE HAVE HAD A DEGREE OF SUCCESS IN BUTTE, WE 
REALIZE OUR EFFORTS DO NOT GO FAR ENOUGH. LIKE MOST RURAL COM- 
MUNITIES WHERE THERE HAS BEEN A HISTORY OF DEPENDENCE ON ONE 
INDUSTRY, RECOVERY IS SLOW AND DIFFICULT, BUTTE'S UNEMPLOYMENT 
RATE REMAINS HIGH AND WE FULLY REALIZE THAT WE CANNOT ABANDON 
OUR EFFORTS TO DIVERSIFY AND EXPAND OUR ECONOMIC BASE. 

WE NOW SEE A NEW DAY OF CHALLENGE APPROACHING. THE LOCAL 
GOVERNMENT HAS DONE JUST ABOUT ALL IT CAN DO TO PROMOTE ECONOMIC 
DEVELOPMENT THROUGH GOVERNMENT FINANCED INFRASTRUCTURE AND OTHER 
SUPPORT. NOW THERE IS A NEED FOR INDUSTRIALIZATION THAT WILL 
GIVE VIABILITY TO THE ECONOMY. WE'RE NOT ADVOCATING LARGE AUTOMOBILE 
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MANUFACTURING PLANTS, BUT RATHER SMALf. MANUFACTURING PLANTS 
THAT EMPHASIZE DOWN-LINE, VALUE- ^DDED PRODUCTS FROM THE RAW 
R-SOURCES PREVALENT IN SOUTHWEST MONTANA. 

THE STATE OF MONTANA HAS A HISTORY OF ALLOWING ITS NATURAL 
RESOURCES TO BE EXPLOITED, LEAVING THE STATE WITH A NEGLIGIBLE 
TAX BASE. ITS TIMBER, MINERALS, CATTLE AND AGRICULTURAL PRODUCTS 
ARE FOR THE MOST PART SHIPPED OUT OF STATE FOR PROCESSING. 

OUR GOAL NOW IS TO DEVELOP SMALL INDUSTRIES THAT WOULD 
ADD VALUE TO SOME OP THESE RESOURCES BEFORE EXPORTING THEM.^ 
A PERFECT EXAMPLE WOULD BE THE DEVELOPMENT OF A BEEF PROCESSING 
PLANT. IN ORDER TO ACHIEVE EVEN A PORTION OF THIS GOAL, PUBLIC/ 
PRIVATE PARTNERSHIPS WILL BE ESSENTIAL. m BUTTE, WE*VE PROVED 
THAT THEY WORK, NOW WE WANT TO BUILD ON THEM IN NEW AND INNOVATIVE 
WAYS THAT WILL BENEFIT NOT ONLY BUTTE, BUT THE STATE OF MONT^^NA. 
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Senator Baucus. Thank you very much, Don. 
Mr. Stringham, why don't you proceed next and tell us about 
Utah. 

STATEMENT OF DON A. STRINGHAM, CHIEF EXECUTIVE OFFI- 
CER, GENEXUS, INC., UTAH INNOVATION CENTER, SALT LAKE 
CITY, UT 

Mr. Stringham. I have to preface my remarks with an apology. I 
mailed in a statement that I hoped would be in front of you to sim- 
plify my remarks. I do r>;t know what happened. I verified that it 
was mailed. 

Senator Baucus. Well, we will find it and we will get it in. 

Mr. Stringham. Let me raise the sight beyond just what has 
happened in Utah, becaufre it has been foisted upon us to lead a 
national initiative in the creation of Innovation Centers. 

Originally the Utah Center was formed under a grant from the 
National Science Foundation as one of nine experiments in helping 
universities develop the wherewithall to deal with industry in the 
transfer of high technology. When the austerity programs from 
Washington took their toll, all nine failed. They were nonprofit ini- 
tiatives. 

That is when I entered ti.e fray. I am a tax attorney by training, 
and Dr. Wayne Brown who was the Dean of the Engineering 
School there was a client. We simply accepted the challenge to con- 
vat a nonprofit initiative to a for-profit activity. 

We did not intend to expand. We merely built substantial facili- 
ties in Research Park at the University of Utah, and as the Nation- 
al Science Foundation flooded us with inquiries— as the only sur- 
viving experiment — ^we began to look at this problem rather care- 
fully, and m the last 2 years have expanded our operations 
throughout the country. 

We have centers in everything from major urban areas to very 
rural, and since our emphasis is on that facet today I will try to 
limit my remarks to those smaller centers. Let me paraphrase 
quickly, though, a talk which I will see is available through staff, if 
you desire, given by Dr. Fred Davison wno is the outgoing presi- 
dent of the Universi*;y of Georgia, ile spoke at "3wa State Universi- 
ty latt February. 

After outlining the changing realities in the rural economy and, 
for that matter, America's place in the competitive context, he 
said: "So where is the next generation of comparative advantage 
going to be found? For the United States that advantage increas- 
ingly seems to lie in a combination of knowledge creation and tech- 
nology transfer, and in the removal of barriers that impede this 
process.'' It is to that process to which I would like to address my 
remarks, the removal of barriers to the transfer process. 

First off, it is important I think that we keep in context why this 
process is occurring now as opposed to even in more recent history 
in this country. Frank! v, one of the major motivators is the drying 
up of the easy money from Washington. The researchers cannot 
simply keep submitting proposals and keep their work going. They 
also cannot ii.ake that deficit up at the local level, so they are 
having to learn to deal with industry. 



c 



163 



Dealing with industry requires an entirely new set of skills and 
attitudes at the institutional levels. First off, for example, they 
have to learn to keep score in a different way. If you are someone 
who believes primarily in the shoving back the frontiers of knowl- 
edge and you find your ego satisfaction in publishing and in the re- 
spect of your peers, that sort of thing, you find it difficult to see 
how capitalist warmongers'' can be so crass as to keep score 
merely by how much money they are creating. 

Well, we believe that bringing these two groups together is a 
major challenge, but it seems to be working. Universities, for exam- 
ple, have to develop entirely new policies and procedures to allow 
them to more comfortably deal with industry. If you are going to 
be drummed out of the faculty, ostracized, et cetera, because you do 
something so gauche as earn a dollar, it squolches entrepreneur- 
ship. I do not say that even facetiously. 

At our own home institution, all of the great successes that have 
been enjoyed at the University of Utah for the first probably 15 
years of this experiment, the University never shared in one dime 
of income. They were not part of the process. They opposed faculty 
entrepreneurship, and anything that happened really happened in 
spite of that attitude. 

Well, that has changed dramatically. As a result, they have en- 
couraged faculty entrepreneurship at every level, and the universi- 
ty IS now sharing generously in all that is being created. There is 
m fact in some institutions a genuine reaching out to industry, and 
it takes an interesting form. Probably the single most important in- 
^edient is for the universities to add an industrial interface role. 
xf it is just tacked on to the other duties, some busy professor, or 
some busy administrator, it is not going to happen. Yet, interest- 
ingly enough, most universities do not have any money available 
for that purpose. 

I would urge as part of my statement that a logjam breaking 
kind of infusion of public money could take that form in helping 
every institution finance the early stages of a technology transfer 
program by bringing into that setting an individual with wide in- 
dustry experience, and who is not encumbered with any other re- 
sponsibility except that. I can say from our own experience that 
without exception at every institution in this country where we are 
dealing, there is a direct correlation between the existence of that 
function and their current successes. 

If this role is tacked on, it does not happen. If somebody focuses 
on that need, it can * -ome a self-sufficient function in a great 
.lurry. Universities necu to learn to deal with industry and they 
need people who understand both worlds. There typically is no 
money available for the industrial interface purpose. 

A couple of correlaries, before T turn to several very specific ex- 
amples in rural settings. We do not believe more research is the 
problem, but really more help with the commercialization of the 
technology which is already occurring. The amount of money going 
mto basic research is horrendous in this country. It is mammouth. 
But the amount of money directed at helping something happen to 
commercialize the results of that research is almost nonexistent 
We think that would be a very, very critical need to address. 
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Properly functioning Innovation Centers serve as magnets and, 
as the gentleman from Butte indicated, this is home-grown indus- 
try at its best. This is not job stealing from other communities. 
This is creating jobs out of whatever ingredients are uniquely good 
in the local setting. ^ , . 

The classic entrepreneur, someone with a fire in his belly as it is 
sometimes said, does not usually exist in the business we are doing. 
Interestingly enough, they do not come and say I want to leave a 
university, I want to leave a Federal lab, I want to leave my job 
and start a busmess. Quite the contrary. They like the security of 
where they are. But somebody has to take the bull by the horns 
and see that something concrete happens out of that idea. 

We found, interestingly enough, in our experiments that you 
t3rpically have to provide not only all the business components to 
go with the technology, but you typically also have to find a cham- 
pion. That professor wants to be a professor. That bench scientist is 
good at what he does, and unfortunately we seem to be try'ng to 
foist on him roles that he is not prepared to porform. 

Lastly, in our view the continued simple dissemination of infor- 
mation about available technology does not work. I have listened to 
hundreds, literally, oi ^ .ople, patent attorneys, technology transfer 
individusds on staffs of national laboratories and universities, and 
to simply tell the world what is available does not work. They do 
not come. They are not comfortable in trying to deal with the insti- 
tutions, and what we have to do is somehow figure out a way to get 
academics and bench scientists and technologists together with 
business types. 

Let me in the interest of time simply cite two examples among 
literally hundreds. We have had I would guess something over 2000 
delegations come to our university, our home base, from some 40 
foreign governments, from I suppose representatives of most of the 
major universities, and lots of small ones, and from government at 
every level from Washington down through State government, Grov- 
ernors, their State economic development directors, and I think 
what I am sajdng is a fair distillation from what has been an abso- 
lutely overwhelming level of inquiry. 

I should note that our experience runs the gamut from research 
universities with budgets in excess of $700 million a year, which is 
a staggering sum at one university, to universities who do not have 
one dime of research mone; coming in from industry. It is a pro- 
found contrast. 

Senator Baucus. I am sorry? What was that point again? I 
missed it. 

Mr. Stringham. I said our exposures have run the gamut from 
research universities in this country who have upwards of $700 
million annual budgets just for research that is funded from Gov- 
ernment and private industry sources, to institutions that do not 
have a dime of that kind of money. 

Now in spite of that wide spectrum, we still can draw some gen- 
eralities. For example, the University of Georgia at Athens hired a 
former astronaut who has a Ph.D. in biochemistry. He was hired 
with the specific mandate to get an industrial interface program 
going. 
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Inside of less than 2 years, they have a viable program, a re- 
search park IS going in, incubators are now under construction. It 
IS staggering the level of interest and the depth of talent that is 
being tapped simply by the creation of a program. 

Now as an adjunct of that particular university effort, they 
turned to their agricultural experiment station in Tifton, GA 
which also happens to be the home of the Gulf Coast Agricultural 
experiment Station from the Federal Government. Let me read 
quickly a description of the community. It is classic to what we are 
addressing here today. This was written by one of my colleagues 
after his first site visit. 

Tifton is a classic of the American agricultural scene. It has been an area of high 
agricultural activity for many years. The cash crops which sustain the area were 
soybeans, cotton, coni, cattle, and so forth. With tiie recession that has hit the agri- 
cultural economy, they have seen land prices drop, farm foreclosures, total income 
01 tiie area plummet, and business in their community drop off drastically These 
people are far^ighted and understand that they do have resources, hov^ver in 
h^ppe^^ ^ to take an organized community effort to make new things 

Well, what happened is, with some leadership from the mother 
institution, from the University of Georgia, in less than six weeks 
they have gotten organized. We believe there will soon be an Inno- 
vation Center in their community. They have raised over $1 mil- 
lion from people who originally said they did not have a dime to 
work with. 

Tifton, GA, is a typically depressed, rural area. The business 
community, however, has now focused on the problem— and I mean 
in weeks, not years, weeks! The Innovation Center at Tifton will 
concentrate initially on agricultural-related products and research, 
of winch there is a great deal. They simply turned inward and 
looked at what they were doing, and quit complaining about the 
lea^ng^ which are nonexistent and the young people who are 

We would fully expect tha*^ within 

Senator Baucus. How lai\,^ is Tifton? 

^^V^'^Jf^SS^^- '^^^^^^ ^ ^ very rural community. There are 
probably 20,000 people in the whole area. 

Senator Baucus. And how far away is the nearest town of 50,000 
population? 

Mr. Stringham. I cannot tell you that. I am from Utah, and 
ueorgia itself is a long way from home. But we are impressed with 
the speed at which the process can occur if you create the ingredi- 
ents of what we term an "entrepreneurial culture,'' a "can-do'^ atti- 
tude. 

I would guess— I was just commenting on a surmise of what 
might happen— I would guess that within less than a year period 
from start to fruition that they will have a director, they will have 
a strong infrastructure tie to all of the interested groups in the 
area. The fairly modest level of leadership that the University of 
Georgia has provided in the past is quite adequate to get them or- 
ganized. And if we do not create a constant stream of new business- 
es out of there, I will eat my hat— capitalizing only on what they 
are good at already, providing the business tools, and so forth, not 
trying to move in some major company. 
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Now that is not to say that will not occur, because at Athens, 
GA, we have horrendously strong interest— we would guess there 
might be a million square feet of new space built within the next 
2 years just to house the companies who want to be close to what 
is going on down there. A year ago, none of this even existed. That 
is rural America at a classic level. 

Now let me turn to an example closer to home, the Utah State 
University. 

Senator Baucus. If you could, briefly. 

Mr. Stringham. Certainly. Utah State University is a land grant 
college. They not only lost population and students, the university 
was drying up with talk of closing it. Well, with the result of one 
man's effort, the research vice president with his drive, he over- 
came all the traditional oppositions and turf battles about universi- 
ties getting into economic development, all the issues of remote- 
ness, they do not even have a commercial air carrier into the com- 
munity, a past history of people leaving in anger—if you want to 
be an entrepreneur, then leave the faculty, and there is nothing 
else for them in town and they have to leave. 

At the same time, realizing that their students had a very strong 
homing instinct. Young people leave rural Cash County but would 
love to come back if there was something relevant for them to do. 
The university started with a 35-acre experiment and only one 
15,000 foot building, and now there is over 100,000 in the planning 
stages less than a year later. 

They have created enough businesses to fill their little incubator 
immediately, and a Icng waiting list of others wanting to use these 
next buildings when they come on the scene. They are creating 
businesses at a pace you would never believe by providing the busi- 
ness ingredients: A little money, and as we term it, 'lots of love 
and attention, and a little bit of money." We have told their story 
on the outside to the venture capital industry who are coming in 
there, as inconvenient as it is, and we see not just a hotbed, we see 
an explosion occurring at a very rural university setting. 

The key ingredient, sort of irreducible minimums, I would end 
witn that observation. We think that this process is duplicatable in 
every community where they can satisfy seven requirements: 

A supportive governmental structure. If they are all fighting 
with each other, there is no sense kidding ourselves. We have en- 
countered that over and over. The power groups in the communi- 
ties do not even deal with each other, so outsiders do not have a 
prayer. 

You have to have some source of ongoing technology, not just 
one or two ideas but a foment, if you will. 

You have got to have an incubator. There has got to be a place, a 
visibility created and a convenient place to begin this process. 

There has got to be a little operating money from the communi- 
ties, the kind of resources the gentleman from Montana indicated 
are ideal. 

You have got to have some seed money for companies. It does not 
take very much. It is amazing how little money will go a long way 
if you create the right environment. 
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You have got to have some business talent. Just the ability to 
identify people with entrepreneurial talent to link with folks with 
technical ideas. 

Then lastly, is what gave rise to our organization. The need for 
some sort of linkages to the outside world, a way to fill all those 
needs that you cannot create locally. Our guess is that within a 
two-year period, we will probably have 15 to 20 of these Centers 
functioning around the country linked to each other and augment- 
ing each other's efforts. 

It is absolutely astounding the numbers and diversity of the 
types of companies that are being created by creating the linkages 
between the university community and the business community. 

[The prepared statement of Mr. Stringham follows:] 
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OUTLINE OF THE REMARKS OF DON A. STRINGHAM, C.E.O. OF 
GENEXUS, INC. BEFORE THE COMMITTEE ON SMALL BUSINESS/UNITED 
STATES SENATE REGARDING INSIGHTS GAINED IN THE DEVELOPMENT OF 
A NUMBER OF REGIONAL INNOVATION CENTERS, INCUBATORS, TECHNOLOGY 
PARKS, A NATIONAL NETWORK TO LINK THESE ACTIVITIES AND IN 
DEVELOPING ALLIANJES AND COLLABORATIONS 

1. REPORT AND BACKGROUND DISCUSSION 

A. Description of how the Genexus program works : 

1. Genesis of the project 

2. Evolutionary process - still progressing 

3. Expansion inposed on us - not sought 

4. Adapted to local circumstances 

5. Clear narrowing of focus by Genexus 

6. Emerging significant collaborations 

B. Key Issues : 

1. For-profit vs. non-profit 

? Government vs. private 

3. Incubator vs. Innovation Center 

4 . Early funding 

5. Ongoing funding 

C. Reactions encountered from everyone : 

1 . Federal governnent 

2. State government 

3. Local government 

4. University administrations 

5. University faculty 

6. Local industry 
0. Fund ing : 

1. Always been a problem - explain why 

2. Sources 

3. Types of funding needed 
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E . Anticipated impact on local econon i e $ : 

1. Long range nature of project - prototypes 

2. Role of Sfsall business - overall 

3. Div^erse experience 

4. Creation of an "entrepreneurial culture" 

5. Encourageiaent of a "can do" attitude 

F. Khat polit'cal support needed : 

1. "Fragile" businesses 

2. Need constant encouragement 

3 . Ever yone "badraou th ing" (turf defending ) 

4. Tendency to "study " natter and " write reports " 

5. Hung up on RFQ and RFP processes 

6. Deeply entrenched programs to "steal" jobs vs. 
create jobs (i.e., home-grown industry) 



QUOTE FROM DR. FRED C. DAVIDSON. FORMER PRESIDENT OF THE 
UNIVERSITY OF GEORGIA 



"In the emerging global economy, America's competitive 
strength will not be based on cheap natural resources or low 
cost manufactured goods. In energy, minerals, basic chemicals, 
raeta Is , fibers , and even food production, the reality is that 
our nation can no longer compete with cheaper sources of supply 
developing in the international marketplace. 

Our country's automatic market dominance in almost every 
form of light and heavy manufacturing is in the past. And 
fiscal realities, together with the world's use of the dollar as 
the basic revenue medium, make it clear the cheap currency can- 
not be used to maintain an American advantage in a corapetative 
world. Nor does protectionism provide the solution for this 
challenge to our economic and political leadership. 

The urgency of the situation is made even more c^ear by the 
pressures of an enormous world population growth, depletion of 
petroleum resources and the limited capacity of fuel and fiber 
syrtems based on petroleum. These tell us that innovative 
approaches are critical, quite literally, to our survival. 

So wht^re is t he next genera t ion of compara ti ve advan tage to 
be found ? For the United States, that a(!vantage increasingly 
seems to lie in a combination of knowledge creation and tech- 
nology transfer, and in the removal of barriers that impede this 
process." 
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SUGGESTED USE OF GOVERNMENT FUNDING SOURCES 

"PUMP PRIMING" 

FUNDING HELP IN GETTING ORGANIZED 

FUNDING HELP IN ESTABLISHING INNOVATION CENTER 

PROVIDING FUNDS TO OPERATE INCUBATOK AND 
PROVIDE SUPPORT SERVICES 

LEAi>iNG SPACE TO HOUSE "START-UP" FUNCTIONS 

PROVIDING "SPECIALIZED" FACILITIES 

"ON-SITE" PRESENCE BY RELEVANT AGENCIES 

FUNDING EDUCATIONAL EFFORTS 

PROVIDING LOW INTEREST LOANS 

PROVIDING VERY EARLY STAGE "SEED MONEY" 

PROVIDING STATE FUNDED "SBIR" PROGRAMS 

BETTER ASSISTING OF THE "99 OUT OF 100" NEW 
BUSINESSES ID^NTI^IED TtET NOf SERVED BY THE 
FOR/PROFIT INNOVATION CENTEK 



Copyright GENHXUS INC., 1986 
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Questions and answers, Senator Pressler to Mr. Stringham 

RURAL ECONOKY AND FAMILY FARM SUBCOMMITTEE 
MARCH 5, 1987 

I) THERE HAS BEEN A GREAT DEAL OF PRESS ATTENTION RECENTLY ON 
THE AGRICULTURAL ECONOMY. IN YOUR VIEW DO YOU FEEL THAT THE 
PRESS HAS DEPICTED THE PROBLEM AS IT REALLY IS? 
yes, but, as always, they tend to sensationalize. 

If HO ; 
WHY NOT? 

DO YOU FEEL THE PRESS ATTENTION HAS HELPED AMERICANS LIVING 
IN MORE URBAN AREAS TO BETTER UNDERSTAND THE DRASTIC NATURE 
OF THE SITUATION? 

Yes 

2) MANY SHALL BUSINESS OWNERS IN THE SMALLER COMMUNITIES OF 

SOUTH DAKOTA HAVE INDICATED TO ME THAT THEIR SALES WERE DOWN 
40 TO 50 PERCENT, BASED ON YOUR KNOWLEDGE OF THIS SITUATION, 
WOULD YOU SAY THAT ALL RURAL AREAS OF THE COUNTRY HAVE BEEN 
EFFECTED IN A SIMILAR FASHION? 
Absolutely yes. 

IF YES : 

IF THESE LOW SALES CONTINUE. HOW LONG DO YOU THINK THESE 
BUSINESSES CAN SURVIVE? 

Less than five years 
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QUESTIONS — PAGE 2 



4) 



IF TIE AGRICULTURAL ECONOMY REMAINS PRETTY HUCK AS IS, WILL 
THE LOSS OF MAIN STREET BUSINESSES CONTINUE AT THE CURRENT 
PACE? 

Yes, and, if anything, perhaps the pace may accelerate. 

WON'T THE OEPRESSEO ECONOMY IN SHALL RURAL COMMUNITIES SOOH 
BEGIN TO AFFECT LARGER COMMUNITIES AMD EVENTUALLY THE ENTIRE 
RURAL ECONOMY? 



HOW LONG WILL IT BE BEFORE THIS CHAIN REACTION TAKES PLACE? 
The process is already beginning/ in earnest. 

IN CONVERSATIONS I HAVE HAD WITH SHALL BUSINESS OWNERS IN 
SOUTH DAKOTA, SEVERAL SAIO THEY HAD EXPERIENCED LARGE LOSSES 
OUE TO FARHERS FILING BANKRUPTCY. IN YOUR VIEW, IS THIS A 
NATIONWIDE PROBLEH? 
Yes. 

DOES "^HIS PROBLEH AFFECT A SIGNIFICANT NUHBER OF SMALL 
BUSINESSES? 
Yes. 

!S THIS TREND INCREASING? 



Yes. 



IF YES; 



Yes. 
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QUESTIONS - - PAGE 3 



IF TOU HAD ONLY ONE CHOICE. WHAT MOULD BE THE SINGLE BEST 
THIH6 THE SBa OR ANY OTHER GOVERNHEHTAL AGENCY COULO 00 TO 
AID SMALL BUSINESSES AND COHHUNITIES THAT HAVE BEEN HARD HIT 
BY THE FA;IH PROBLEM? 



on 

ever 

di 
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Senator Baucus. Thank you very much, Mr. Stringham. We ap- 
preciate your upbeat optimism. 
Mr. Martin. 

[The prepared statement of Mr. Martin follows:] 
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STATEMENT BY DAVID A. MARTIN, BXECUTIVB DIRECTOR OF THE ARROWHEAD REGIONAL 
DEVELOPMENT COM^ilSSION, DULUTH, MINNESOTA, BEFORE THE SUBCO^WITTBE ON THE RURAL 
ECONOMY AND FAMILY FARMING OF THE COf«ITTEB ON SMALL BUSINESS. UNITED STATES 
SENATE, MARCH 5, 1987. 



Mr. Chairmau, members of the Subcommittee on the Rural Economy, I an David 
Martin, Executive Director of the Arrowhead Regional Oevelopraent Commission 
(ARDC) with headquarters in Duluth, Minnesota. I am also the Immediate Past t 
President of the Nationa. Association of Developoent Organizations (NADO), 
headquartered here in Washington, DC. The Arrowhead Regional Development 
Commission is an Economic Development District (BDD) and a Certified 
Development Company under the Section 503 program of the Small Business 

Administration. " 

I appreciate the opportunity to testify before this Subcommittee concemirg 
the problems, challenges and opportunities confronting the economic future of 
Hural Aaerxcti. un oenali ot ARDC and NADO I would like to tnank the members of 
this Subcommittee and the Conaoittee ^n Small Business for your continued bi- 
partisan support of the programs of the Economic Development Administration 
(EDA) and the Small Business Administration (SBA) ove*- ^he years. 

Mr. Chairman, I particularly appreciate your efforts to maintain funding 
over the past several difficult years for those rural economic development 
programs that remain so vitally needed in Minnesota, Montana and all of niral 
America. On behalT of Economic Development Districts across the nation, 
comnend you for the effort you are initiating today to make rural America a 
viable, competitive force in the new national economy we see forming. 

For yo- information and background, I would like to briefly describe to you 
who the Economic Development Districts ar* and why NADO was formed by the 
Districts. 

Economic Development Districts 

For thousands of communities, development district staffs provide the only 
professional assistance to governments, businesses and citizens in the field of 
economic development. By working cooperatively through development districts i 
local governments and the private sector can maintain and create jobs with a 
minimum of control from Washington and maximum local participation. 
Development districts have become an essential part of the ''institutional 
infrastructure" in much of rural America, 

EDA planning grants provi^ie funds to 283 development .iistricts in 49 states 
for activities which ass «?t local governments to become more efficient and help 
local businesses to survive and expand. Although the amount per district is 
very small ($50,000 average), it provides the vital professional staff 
capability which gives sm^M communities access to development expertise. Now, 
more than ever, the districts are essential for the economic well-being of many 
rural iccal governments. 
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National Aasociation of Development Organizations 

NA0O was founded in 1967 by a group of econoaic developaent districts to 
encourage the creation and retention of jobs in niral and snail metropolitan 
areas. Today our oeoibers ar' nulti-county planning and develop»ent 
or 'nizations and ether sta. nd local agencies which help local governraents 
ant. the private sector work tog t her on business, coaimunity, economic and rural 
development programs. With a small Washington staff and a strong grassroots 
^ network we carry out a number of information, training and service functions 

including a national conference. This past year our meeting's theme was "Rural 
Development: Strengthening America's Foundation". 



Rural gconomic Depression 

The general economic recovery of the past several years has oy-passed many 
rural areas. Preliminary results of a survey done by the Appalachian Regional 
Commission on the economic conditions of the nation's counties from 1970 to Ihc 
mid-1980s show that a two-tier economy is developing. Their study shows that 
the economies of a large number of counties extending from Canada to the Gulf 
of Mexico are performing poorly. The urban areas of the East and West and some 
areas in the South are enjoying economic prosperity, but rural areas in the 
same regions are not faring so well. 

Some of the findings in the study include: 

* It is evident that the benefits of the recovery and prosperity in the 
United States are not being enjoyed to the same ext». t in all areas of the 
country. Some regions are clearly endowed with a higher number of better- 
performing counties than are other regions, 

* In each region of the country, the metropolitan areas are outperforming 
the rural areas The dccndc of the seventies saw a ahort-liv«(? suige ... 
gr wth in rural counties and small towns, which was a reversal of the 

fr ^ to-city movement that started at the beginning of the century. By 
IjSO the trend reversed and outmigration from rural areas was again the 
norm, 

* The effect of the decline in manufacturing employment in the U,S, is 
markedly evident. Areas that depended on traditional manufacturing, have 
been shaken by the dwindling relative role of manufacturing as an employer 
in the U.S. economy. 

In addition to the problems identified in the ARC study, there arc serious 
problems in many of the extractive industries such as mining, timber and 
fishing which are located in rural areas. Except for precious and strategic 
minerals,^ the mining industries throughout the country are having major 
problems. In the timber industry, employment has been lost because of 
mechanization and import competition. 
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Thr Present Situation in tJortheaatem Minpeaota 

As iBany rural areas of the country begin to suffer the effects of draaatic 
declines in the industries upon which they have traditionally depended, there 
IS certain to be increased interest in - as well as need for - effective 
strategies for facilitating beneficial t:ansitions in regional econoaies. 
Ideally such strategies should build upon local strengths, and supply or 
augtaent those features, essential to a dynamic economy, which may be missing or 
in need of development. 

Northeastern Minnesota offers a particularly instructive example of both the 
causes and the effects of ecoi:3mic decline resulting from the withering of a 
major regional industry. This area, comconly referred to as the Arrowhead 
Region, is largely a rural area, covering almost one quarter (18,000 square 
miles) of the state's land while at the same time accounting for less than ten 
percent of its population. According to the 1980 census there were some 
343,000 inhabitants of the region; current estimates suggest a decline of 
approximately 18,500 persons. Primary industries in the region are mining, 
forest products, and tourism. Mining, however, since the turn of the century 
has been by far the most significant factor in the region's economy, and its 
role, both historically and in the present troubled situation, calls for 
further elaboration. 

Immediately upon the heels of the luiAering era which resulted in the 
clearing of vast areas of northeastern Minnesota forests, the extraction of 
iron ore became a major business in the region, around which many other 
industries, such as transportation and steelmaking, revolved. Later in the 
century, taconite became the mining industry's main focus, and the extraction, 
processing and shipping of taconite constituted by far the predominant economic 
activity in the area until the decline in mining activity began to accelerate 
rapidly in the early 19808. 

The fact that the region's economy has been so heavily dependent upon a 
single industry Has led to especially devastating effects as a result of that 
industry's decline. One need only examine mining employment statistics to 
grasp the magnitude of these effects. From August of 1979 to December 9 of 
1984, mining enployment dropped from 16,450 to 3,800, a loss of 12,650 jobs. 
Althou;,.. some of that loss has been recovered through callbacks, employment in 
the mining industry is still at less than half of its 1980 level, and it is 
believed that over 10,000 jobs in the region's mining industry may have been 
permanently lost. These figures pertain to direct employment in the mining 
industry only; in an economy such as that of the Arrowhead Region, where mining 
accounted in 1980 for 12 percent of regional enployment and over 20 percent of 
total wages, this level of decline has of course had significant impact far 
beyond the industry itself. 

Nor does it appear that hope for recovery lies entirely in a revival of 
mining activity. While it is clear that the recession of the 1980s was a major 
factor in the decline of the taconite industry, it was by no means the only 
factor, A much larger threat for the future of this industry is the increasing 
ccwpetition from foreign ores and steel products. Given the trend for 
increasing imports and reduced domestic production, it is expected that 
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taconite shipments fro. northeaster:: Minnesota will decrease between now and 
the year 2000. Thm, it appears that the decline of the taconite industry is 
not a tewporary pheconenon, but a pennanent condition. 

wl^f^'oVr "'"'".^ industry, and therefore the regional economy, 

aaniiests Itself in aany ways beyond uneoploynent rates, which continually and 
and national averages. The elfect has also been felt 
ID related industries, as well as in retail nd wholesale sales. It is 
estimated that the region has seen a structural reduction in its annual gross 
regional product of sot^wher^ between $500 Billion and $2 billion. An 
J^ct^^'^'^r^*'' °^ bankrupccies, both business and personal, has been another 
race or lire in recent years. 

Perhaps one of the awst oninous results of this economic decline has been 
the increased rate of outaigration. As individuals, unable to find eaployaent 
within the area, accept positions outside northeastern Minnesota, the region's 
resources in the fora of its population and labor force, are further eroded. 
Even aore distressing, it is often the area's most "employable" individuals who 
are leaving. Many of those individuals who choose tHtay in the ar^^a wfthout 
e«p oyaent are placing an additional burden on local governments at a time when 
their respective tax bases say be stagnant, or even declining. 

This difficult and prolonged situation results not only from the fact that 
econoaic activity in the region has been so heavily concentrated around a 
'thP^f^.r^r^'T;- significantly to the difficulty of adjustment is 

the fact that this predominant industry has been largely controlled from 
par'^i^Unnr-'^"; Withdrawal of these «jor companies from 

. '-^ !5°"«"^J.l^^f' the region is dep-ived of a major source of 

capital tor economic diversification, and also of the entrepreneurial 
inspiration and experience which their seasoned leadership might have been able 
to provide. 

This description of the difficulties facing northeastern Minnesota is 
certainly troubling enough. Yet it would be a mistake to conside- it the whole 
^.Ia' a J^^l ^ '^^'^^^ resources; further, many of those 

tM, ^^^^ chosen to remain here have done no out of a preference for 

this area, and are motivated to improve both its and their own economic 

devel^t^^'rh^'"''"'*^"?'^'*'* Arrowhead Region for new growth and 

development. The recent econc»ic difficulties of the area have greatly 
increased awareness of the need to expand in value-added production based on 
existing resources, to diversity ,nto new areas not coamwnly associated with 
rnffo^f Tv'kT""^?; draw on a highly motivated and skilled work force, 
and to establish locally controlled businesses not subject to the narrow foci^ 
01 an absentee owner. ^^y**^ 

Forming a Wew Fouiidation 

For the past six years, local, regional, state and Federal economic 
fTtl? .1''°^''^ organizations have worked together m N.E. Minnesota 
!i*^ifi^nf economic crisis. In partnership with the private sector, 
significant new business development has occurred which is beginning to 
diversify the economic base of our area. Examples of new types of businesses 
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recently established in N.S. Minnesota include: 

- Chops tick Factory (primary market in Japan) 

- Carpet Mill 

- Electronics Firm (maJtes the internal workings of a national electronic 
typewriter) 

" Mock Crab Meat Manufacturer {fish from Alaska as primary ingredient) 

- Proaotion and Fulfillnent Coapany (rebates, send in the label, call 800 
for ffiore information) 

- Telemarketing Firm 

- Raspberry Vinegar Producer (with markets all over U.S.) 

- Paper Company (makes the glossy paper used for advertisement sections in 
Sunday newspapers) 

The number one private sector area of eaaployment in our Region now is the 
office sector, followed closely by both tourisa and retail sales. Clearly we 
are an area in transition, a microcosia of the change which is occurring all 
over the nation. 

The Tools Keeded to Make the Transition 

We have used every available public program to assist in developing new 
business in our rural area. We have needed these programs to help coopensate 
for distressed local government budgets and funding capabilities and to make 
possible the investment of private dollars into an area which was considered 
high-risk due to its dramatic economic depression. Programs such as EDA, SBA, 
UDAG, and CDBG are well known in our region and have been involved in every one 
of the projects previously cited. Unfortunately, these programs and others 
which provide crucial aid to rural economies have been brutally decreased in 
their funding for several years in a row. It is past time to restore and 
expand these "investments in *he future of Rural America" and I hope the 
Congress will rise to this need. 

In addition to our utilization of public programs, we have initiated and 
continue to develop, new programs to address needs and opportunities in our 
area. Some of these programs which may be of interest to you are: 

- Arrowhead Business Crnnection - a targeted regional marketing program 
aimed at developing office sector businesses. An econ<»ic adjustment 
strategy for our region identified the office sector ao an area for which 
our region has distinct locational advantages. Major funding for this 
program has been secured from two foundations, telecomisuni cat ions 
companies, and other private sector contributors. 

- Mirjiesota Marketplace - an import substitution program modeled after a 
successful effort in Eugene, Oregon. This program focuses on increasing 
local purchases from within the Region by local firms. Major foundation 
funding has just been secured for this program. 

- Federal Contract Procurement - a program designed to aid exinting local 
firms in obtaining Federal contracts through direct technical assistance. 
This program has been funded by the Defense Logistics Agency. 
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^It^^^n? K r - « capital co.pany currently under 

develop.ent which will be designed both to provide a significant source of 
venture capital for develop^nt of proising business opportunities in our 
area, and a ".icro-fund" to provide access to financing Zd assistance in 
develop^nt of entrepreneurial skills for lo«-inco»e individuals «,tivat^ 
to atten)t sel.-<MployK!nt ventures. "««.iva«.~ 

Th/l^jK-I!f„'J! <'«»i«»"« and i»ple»enting these new program we have created 
The Northspan Groin., Tnr . a non-profit affiliated organization. He felt that 
our busings developnent program could best be delivered through a private 

^ no"^^!" """''^ ^^"'^ «ntreprene-drial environment 

and flexibility necessary to aeet our changing environ^nt. He feel we must 

«d ir^th^"*""" '° ""^'f 7'"^ P*"""" f""- ^°'>°'^<^ diversifi^ion 

and growth for our area. To do this, we most develop and .aintain a 

tr^^ir " ^""^ "it'^in "hicli «e toow we have the ability 

The BottoM Line 

dif^^rpT"'^i""'.f ^'^f" ^'■^ "Pidly becoming two 

different worlds. The rural world in which I live and work faces unprecedented 
economic challenges to its survival, while 150 .iles to the south ^f^^^"*^ 
e;id":nTt'^o'u^our^^^^^^^ -Po-tially. This dichotomy is 

If we are to stop the rural decliDe and even start reversing it, we will 
nee<; a wjor national co«it»ent. Please believe when I tell you that the 

Ur.^J!.T the strength of our rural area is in our people, our quality of 

itl luo U^LZ f'^'iy^" I'^^^^J-^ adversity through ingenuity and hl^ wo^k? 
«W ^ J:^ u^'i" increasing interdependence we can't do it 

* K support, and your co«iit«ent to doing what 

br^conLct '^k"^\'^' ^1 Aioeril needs to 

a^e f V /i "^^^^P^V^^ by the new interstate highways of our 

pSlii ^ teleco«unications lines. We need to be the clear target of 
Fe<ieral econo«ic develop«ent assistance progreas; progra«s designed to 
encourage business to settle in rural A.erica. And, L a Mattefof public 
^Irh IJ'V^ e^hasize the use of the infrastructure for development 
which 18 already in place in aany rural areas. 

Thank you for this opportunity to appear before the Subcoaatittee. Mr 
DevlwUf''pr^r« TJ" for your support of Rural Econoaic 

Developaent Programs and for your interest in new possibilities. I will be 
happy to answer any questions. c . i wm oe 



ERIC 



o KST OlPr AMIUBIE 



182 



STATEMENT OF DAVID A. MARTIN, EXECUTIVE DIRECTOR, AR- 
ROWHEAD REGIONAL DEVELOPMENT COMMISSION, DULUTH, 
MN 

Mr. Martin. Thank you, Mr. Chairman. It is a pleasure to be 
here today. 

In addition to being the executive director of the Arrowhead Re- 
gional Development Commission in Duluth, MN, I am also the im- 
mediate past president of the National Association of Development 
Organizations. In that capacity I have had a chance to meet a lot of 
good people that are v^orking in economic development around the 
countr>' in EDA-funded development districts, and I wanted to 
bring you greetings today from Tony Priete in Havre with the Bear 
Paw Development Council, and Mayor Don Driscolle. They said to 
say hello to you, and to send their greetings to you. 

Senator Baucus. Thank you. 

Mr. Martin. I want to do three things w?th my presentation 
today, hopefully very briefly as I know you have saved the best for 
last and I want to keep that confined. 

Senator Baucus. Absolutely. 

Mr. Martin. I want to do three things. I want to just jiwe you a 
quick picture of northeastern Minnesota where I work on a daily 
basis to create jobs. I want to talk to you a little bit about some of 
the things that we have accomplished. And finally, I want to re- 
spond to a couple of the questions that you have raised about the 
best and the worst development programs. In addition to the three 
areas I had prepared to cover I want to also explain what digital 
switching is. 

Senator Baucus. Oh, wonderful. [Laughter]. 

Mr. Martin. I would like to save that to last. 

Senator Baucus. OK. 

Mr. Martin. I would like to start out by explaining to you why I 
know about digital switching. That is because digital switching will 
be as important to my area five years from now as the Interstate 
Highway System was 10 years ago. Digital switching, fiber optics, 
that is our future. It is part of the market niche that we are look- 
ing at for our area. So that is why I know about it, and I will talk 
alK)ut it later. 

Northeastern Minnesota has been— and by "Northeastern Mmne- 
sota" we are talking about the area North of Lake Superior, Duluth 
is right at the tip of it— and we have been in major economic hard- 
ship for the last 6 years, initiating with the decline in the taconite 
industry in our area. 

In 1979 we had 16,400 people directly employed in iron mmmg 
through taconite at eight different plants in northeastern Minneso- 
ta. Employment dropped to 3,800 in 1984. This major catastrophe 
in our taconite industry has many causes, and I am sure you are 
familiar, given the copper mining situation in your own State with 
the closings. We have had two of our eight plants permanently 
closed, and of the 3,000 to 5,000 people still directly employed in 
mining in northeastern Minnesota, most of them are employed on 
an on-and-off basis, as inventories build up, and then there are 
long, lengthy layoffs and recalls, a continuing cycle of uncertainty. 

£ '186 
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It has totally messed up our unemployment rate calculations. 
Any time you look at our unemployment rate data, they are a to- 

J^t"^''"^^*^/f"^^?°"K^^^* is going on in our area because 

of long perioas of layoff and how people are counted. 

..Sf permanently lost at least 20,000 jobs in our area as a 

«ln nnn-""^* """"'"S shutdown-20,000 jobs that average 

i>iiO,OOl' per year m pay. ^ 

We were fortunate enough in the last year to have a new facility, 
a new paper-making facility being built in Duluth, MN, to produce 
si'percalendared paper, which is the real shiny paper used for K- 

n;^r^?5.?«fnn'^''Mr^'"f"^ the Sunday section of the news- 
paper. That $400 million plant that will employ 200 people adver- 
tised for employees and we had 12,000 applications for the 100 iobs 
that were going to be available, many from people who have left 
our area that want to come back, many from people who are in our 
area who are working m jobs that they do not see having a strong 
future, and man^ from just the unemployed individuals that are in 
our area-12 000 applications for 100 jobs in this new papermill' 

We have been significantx;- involved in retraining program^ in 
the last coup e of years, many of which have been directed at re- 
•^^lu^ P^P'f for jobs in other areas because we do not have the 
jobs they need. We have had to be involved with relocation pro- 
pams helping individuals relocate from the Iron Range in our area 
to the Twin Cities and other locations, people who held on as long 
as they could, burned down all the resources of their family, and 

7 ^J^^Iu^^"^ would have to io elsewhere for work 
and needed help to get there. Through assistance from foundation's 
and other programs we are providing relocation programs and re- 
con^ection programs m the cities they are going to 

We are working now to develop programs for the uninsured in 
fn JjS") • have somewhere between 26,000 and 50,000 uninsured 
foi ^S^ ^^ Northern Minnesota. In our area we have about 
fnSir • know that 75 percent of those unin- 

' f • "^"^'^ emplpyed-part-time or full-time-in the new 
kinds of jobs, many of which do not provide unemployment insur- 

Things are changing locally for us very significantly. We are 
transitioning from an area that was very dependent on a single in- 
wr^7 u "® -.^ becoming more independent and self-reliant. 
We have been involved m a number of different economic develop- 
EiiI2f?J^- prepared remarks, I identify a number Sf 

business^ that we have been mvolved with bringing in to north- 
eastern Minnesota in the last 2 or 3 years. 

• P^'fij^- the chopstick factory that you mentioned earlier, which 
IS located m Hibbmg, MN, iron mining capital of the world, and we 
are shipping chopsticks to Japan. It is a market niche that is a very 
strong one. 1 do not know if you know anything about chopsticks, but 
we all do now m northeastern Minnesota 

Senator Baucus. I know they are difficult to use. 

Mr. Martin. In addition to being difficult to use, they are dis- 
d^^^^'fy ^"^4 Plastic chopsticks will not be an ade- 
nf "is?';?? ""^f " chopsticks, and you need a certain 
kind of wood that does not splinter. So we have a certain market 
niche that we have been able to identify. 
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Senator Baucus. How did you find that niche? What can you 
provide in Minnesota, in the Duluth area, and how can you manu- 
facture chopsticks better than other parts of the world for Japan? 

Mr. Martin. I do not know why you can do it better. ! know we 
have the natural resource base there in terms of the Aspen that is 
used for it. 

Senator Baucus. You just found that. 

Mr. Martin. Right. We had some entrepreneurs that were from 
our area who developed this entire business. 

We have an electronics firm that ships three truckloads of the 
guts of electronic typewriters down to Texas every week; a compa- 
ny that could go offshore, but it is here because the people have a 
commitment to our area. The dollars and cents of it would prob- 
ably push them offshore at some point in time, but they are com- 
mitted to our area. We find it is ^'ery important to help businesses 
that have some reason to want to be in northeastern Minnesota. 
Making money, at least initially, is not always the only and best 
reason. 

We are making crab meat. We are shipping fish m from Alaska 
to be made into mock crab meat in Duluth and shipped out nation- 
ally. We have a promotion and fulfillment company. When you 
mail box tops in for prizes or reba.es, often you are mailing them 
to Grand Rapids, MN. 

We have a new telemarketing firm. We produce raspberry vme- 
gar, and we sell it in all sorts of shops here in Washington, DC. 
And we have a new paper company, as I mentioned, a $400 million 
facility that employs 200 people. It has a $5 million model of it that 
has its own building to train workers in the new plant on how to 
run this new giant plant that is coming into our area. 

In our region, and with my organization, we have had to be ex- 
tremely entrepreneurial over the last several vears because of the 
major cuts that programs like EDA h?7e taken. EDA program'^ 
have been cut 65 percent in the last 6 years at a time when we 
have needed those dollars and that assistance more than ever. 

In order to afford the economic development professional^ that 
provide assistance to the communities and to the businesses in our 
area my own agency has had to come up with programs that are 
capable of being self-supporting. We have done that, and we are 
continuing to work at it. 

We have done an analysis of our area, put together an economic 
adjustment strategy with the help of the Fantis Company in Chica- 
go, and we know that we have a real locational advantage for office 
sector businesses in Northeastern Minnesota. 

We know that we can compete for office sector business with Chi- 
cago and Minneapolis, especially if we can have a fiber optic line 
connecting us to major markets. It is really no contest— if we get a 
fiber optic connection. 

We have programs where we are looking at import substitution, 
substituting purchases thai are made by businesses in our area 
from the Twin Cities and elsewhere with purchases made locally. 

We are involved in Federal contract procurement, trying to 
secure more of the dollars that go out in Federal contracts. We are 
in the process of trying to form a venture capital corporation. We 
want to capitalize it initially at $10 million both because of the un- 
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availability of venture capital in our area, and also because we 
nave a problem, as many other rural areas do, that we do not have 
a good deal flow. We do not have a lot of deals coming at us even 
wherx we do have programs to aid them. 

So we have decided that we need to increase that deal flow We 
need to have dollars that we can use at higher risk to invest 
earherHjn with entrepreneurs to help them move new products into 
production. We are looking at a whole new venture corporation ini- 
ciated with foundation funding. State funding, and hopefully Feder- 
al funding, as well. ^ J 

For our own agency, we have even created a rxOnprofit subsidiary 
orgmiization that handles all of our business development work, 
we determined that businesses have an easier time working with a 
private corporation than they do with a publi?; sector agency be- 
cause of confidentiality and other factors. We are able to be more 
entrepreneurial with that corporation and are looking at new wavs 
of developing the doUars to help pay for the work that we do 

i would like to respond to your question about which are the best 
and worst Federal programs. 

The best Federal programs that we work with are EDA, the Com- 

R!^"'V^?^A^''^^°P™^"^^^*^'' ^'■^^ program, the UDAG program- 
the UDAG program is great because it is a grant to a community 
to make a loan to a business which is then repaid to the communi- 
ty and they have that money revolving back that they can use for 
all kmds of investments. So it is an ongoing program. It is not a 
one-shot deal. 

We see that with CDBG and iiDA, as well. And we package these 
programs all the tune. It is not unusual, given the distressed 
nature ot our area, for projects to be initiated with 8 to 10 different 
funding sources-State, Federal, local, private-all coming together 
to make it possible to do the deal in our area. 

We would like to have a progiam like the ARC in the Midwest 
and It may be overdue. The Appalachian Regional Commission has 
been very helpful m the 13-State Appalachian area and that kind 
ot pro-am or pnonty, or emphasis in new dollars to deal with 
some ot the competitive issues that we have in the upper Midwest 
might be something to take a look at right now. 

We would not want to do that at the expense of our friends in 
tne AKC area. We would like to see something like that for our 



nilSf ^ . ^^l^ pro-^-ams are EDA, Community Development 
Block Grant, UDAG, because of what has happened to them over 
the last several years. It has been unconscionable from our point of 
view to see those programs be cut back, and cut back, and cut back 
when they are the pnmary aid to business development in rural 
Ainenca, and we would like to see those supported. 

Digital switching. If you do not have digital switching, what you 
probably have is electromagnetic switching. This is a layman's dis- 
cussion. I am not a telecommunications engineer. 

Senator Baucus. That is good. 

Mr. Martin. That is the best I can do. You have electromagnetic 
swtching This is the mechanical throwing of magnetic switches, 
actually. So when you dial a .lumber, there are mechanical switch- 
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es being thrown. Digital eliminates all of that and does it electroni- 
cally. 

Oftentimes you can tell whether you have digital switching if 
you have the capacity to direct dial. You know, if you have a credit 
card and you direct dial a long distance number. You get the tone, 
and then you disJ in your credit card number. Sometimes you can 
then tell if you have a digital system. 

But there is a device that is incorporated in many telephone ^ 
companies that makes you think you have a digital system, but 
what it really does is it takes all thos;? tones 

Senator Baucus. What is the advf jitage of a digital system? 

Mr. Martin. Both the speed of th*^ connection and the accuracy 
of the connection, which is especially important when you are 
transmitting data. 

Senator Baucus. How much faster, roughly? Do you know? 

Mr. Martin. Up to 2 minutes on a connection, which if you are 
sitting all day making long distance telephone calls at a telemar- 
keting operation, is a very significant factor. 

Senator Baucus. And also the accuracy of the transmission? 

Mr. Martin. Right. If you are transmitting data, as opposed to 
voice communication, you do not lose that data. 

Senator Baucus. I understand. 

Mr. Mah'iTN. Omaha, Nebraska, is a major telecommunications 
telemarketing center. 

Senator Baucus. How expensive is it to install, do you know? 

Mr. Martin. This is a major problem in raral areas. I do not 
know the actual cost of installing one digital network, but what I 
do know is that the telecommunications companies can be very re- 
luctant to make that kind of investment in areas where the phone 
usage is declining. What we are saying to the phone companies is, 
if you make that investment, then we can generate businesses that 
will generate the calls to justiiy the investment. 

Senator Baucus. It is sort of a self-fulfilling prophesy. 

Mr. Marti i. Yes, it is. It is one of the difficult challenges. 

Mr. Stringham. I should note that one of the companies that 
Utah State University has started is built around a fiber optics 
switch that is being developed there as just a fluke that occurred iu 
their labs, and it is one of the things that is drawing interest into 
the community. But telling that story was virtually impossible 
without establishing the center to do so. 

Senator Baucus. I wonder if you, particularly Don and Mr. 
Martin, could just summarize briefly what is the one thing— the ^ 
heart of the matter— that explains why, say Butte, has been able to 
turn around a desperate situation? Some communities do; some 
communities do not. Some of it has to do with the natural advan- 
tages that some communities have that other communities do not 
have. But in your situation, and m your experience, what explains 
why Butce, MT, or Minnesota, has been able to turn around a very 
depressing, very disastrous situation? 

Mr. Peoples. Well, I think mainly. Senator, the fact that we 
have been able to create what we refer to as that public.^private 
partnership. However, developing that public/private partnership 
is not the easiest thing in the world to do. 
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I think the first thing you have to do is to develop a strategy for 
the community, and deve op a plan, and carry that plan out. Then 
you have to use every tool you can find. I think we have done that, 
and we have done it successfully in Butte. I do not know of a Fed- 
e-al program of any magnitude that we have not used in Butte 
with the exception of UDAG, and we are trying. We are trying to 
ffL'". J"*"^ UDAG grant before the program 

sees Its final demise, which according to my information may be 
soon* 

Senator Baucus. It also must require a great sense of coopera- 
tion, too, in the corimunity. Is that correct? 

*° ^ Dublic/private partnership 
wpll Vif • ^^'•^ we'-e t™es in Butte when we did not work 
Rn I* f^eyou^an example of ;vhat has happened in 

Butte, in early September of this year we had our annual economic 
planning strategy meeting for the community. 

We had over 100 people who took the full day off work to come 
on a Tuesday and participate m that economic meeting. 

Senator Baucus. You mean 100 people in the private sector' 
r..^h One hundred people, representing people from the 

president of the college to the president of the Etana Power 
company, the labor leaders, to housewives, to students. We had a 
wide range of people that came to spend the day. 

Senator Baucus. One full day? 

Mr. Peopus. One full day, and it was well planned, well struc 
tured-but It IS meaningful. We identify in that planning strategy 
not only the strategy, but who is going to be responsible in the 
community for the next year for carrying out that task. 

We follow up on that on a quarterly basis by getting folks back 
together that are r^ponsible for it. We have an Economic Develop- 
ment Coordinating Council. That consists of my office, the local de- 
velopment corporation, the Chamber of Commerce, the college, the 
Montana Power Company, you name it, anybody that is involved 
with economic development. We meet on a regular basis, and we 
S?Sd out ^ developed and an annual strategy is 

Senator Baucus. What sparked that sense of community, coop- 
eration, or optimism? That has to be a precondition to a lot of thiT 
bomethmg has to spark that. 

Mr Peoples. I guess I could tell you I did it. [Laughter.] 
fonf^fv, ?^ T"]"^ ^ ""^"^ f^^*"- I what happened is the 

Hpcfnit/f 'i^u"^*^'■°"f^ '"^"y problems, and we were get- 
ting desperate I think we finally came to the rea'ization in 1983 
when Anaconda had suspended its operations that we had to do 
something. We have been worUng with economic development for 

K i Tif ^ A/Sfl n^-^ ^^^^ ^ We have been working at it 

back in the Model Citieb program, and prior to that. 

However, we were always doing it in a fragmented way. The 
local development corporation was doing one thing. The Chamber 
was doing somethmg else. The City was doing something else. I 
nW^Pnf ?«1 ^ ^o^^^ realization in 1983 when our unem- 
ployment rat^ reachea 18.5 percent that we had better start doing 
something different, and doing it different meant coming together 
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pushing away the barriers that existed, forgetting about whose turf 
you were standing on, and just working together as a community. 

I think that has been the key to the thing. And frankly, the key 
to future success is going to depend on the continuation of that 
process of working together and not being worric-.i about whose 
turf it is, or who is going to take responsibility for it, or whatever. 
It just has to be working together and using all the resources you 
can. 

Frankly, I am one of those people who are very much opposed to 
any future cuts in any Federal programs, but perhaps one of tre 
good things that came out of those cuts in Federal programs is the 
fact that we recognized that resources were diminishing, and we 
had better dam well use the resources that we had, and to use 
them as economically and as efficiently as we possibly could, and to 
do that as a community. 

Senator Baucus. I appreciate that. 

Mr. Martin, what is the heart of the matter? Explain northeast- 
ern Minnesota. 

Mr. Martin. There are two things I often use to explain this. 
One is that I think wack-upside-the-head is one of the best motiva- 
tional devices that there is. It sounds like Butte and Northeastern 
Minnesota, got the same kind of vvhack, which eliminates lot 
of ^ ^ 

Senator Baucus. That is pessimistic to hear, though. 

Mr. Martin. Well, I think it is a reality, because one 9f the 
things that I have heard and I found to be true in my own life ex- 
periences, is that the best indicator of a business that is about to be 
in trouble is one that is doing well. 

I know in our area in Northeastern Minnesota, 10 years ago we 
just completed $10 billion worth of new investment in the taconite 
industry. To talk to people at that point in time about diversifying 
our economic base and looking out for the future was impossible. 
But when we went through our economic depression in 1981 and 
1982, everyone's atte^ 'ion shifted to economic development. 

We went through a process over several years which included 
denial, hoping that it was going to come back, all that sort of thing 
that happens— and I have gone through this process with many 
communities. It is just like a death grieving process. But then there 
is coming out of that, and there is leadership that emerges. 

If you can do what they have done in Butte and get a vision and 
some strategy and get people to understand what is going on in the 
world economy, not in an academic sense but just in a basic sense 
that these things are out of our control, decisions are bemg made 
out in Cleveland and Pittsburgh that are affecting our lives in 
v/hich we have no say. They did not ask our opinion, there are 
transaction?' occurring in other countries that are impacting our 
life, so we need to take charge of what is going on here and just let 
these other things go as we really do not have that much to say 
about it in lowly Northeastern Minnesota. 

But there are many things we can do, and we have some very 
talented people. By getting organized and by providing professional 
capacity and support we can get on with the hard work and make 
no mistake, economic development is real work. It is not hocus- 
pocus or smoke and mirrors. It is day to day grunt work done by 
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good grunts-and good economic development specialists are hard 
to get m our area One of pur biggest challenges is obtaining and 
retaining qualified economic development professionals. Once we 
train them, they can go to work in the Twin Cities for more money 
and 1^ hassle In our area it is never "what did you get for us 
y^terday it is what are you going to get for us tomorrow " 

We need so many jobs that the pressure is always on." In the 
Twin Cities if you are successful once a year, that is fine. It is a 
nice life down there. 

hpS^H^^I H^""""^- ^ ^PP'"fjate the need for capital and financial 
SLS V° n"/^^^''^ dilemma from our point of view as 
Fedei^ officials? I guess you have been cut so much in the past 

2 r^} ^ ^^^^ to try to provide further assistance 
shsJe sVfe™" ^ ^ 1"^"™"™' we have taken our fair 

Senator Baucus. That is right. 

.^Hl'^T^' ^ that is important to recognize. The recent 

study that I saw on poverty indicates that poverty is increasing all 
wwi?frT'J^'-"u every region, north, east, southwest, 

whatever, but it is happening m all parts of society, rural society 
as well as urban, metropolitan suburban society. I think there is a 
direct correlation on what h happening in the cut in many of the 
Federal programs. 

I like to look at these Federal programs as not so much programs 
but mvestments. I thmk EDA is an investment. It is an investment 
m economic development, CDBG, UDAG, job training, they are all 
inv^tments m economic development, and they are investments in 
^ople. The correlation between the cuts in those programs and the 
nse in poverty leads me to believe that we have gone far enough. 
Skpr fi,^n 1^- ^ 5^^*^ *° the deficit problem 

It^^Z^^ttiX °" •'^^^ governments 

I think. Senator, there are a lot of things that obviously may 
sound simple m my way of thinking, but I would think that the 
CJ)ngress could respond very sufficiently to the Federal deficit by 
w^nf 1 ^ ^"^^ it than cutting programs^ 

pl^Sf ^ t° a freeze at least on 

Federal spending, to also forget that the tax cuts that are proposed 

Vh^/f^'V^^""' ^^"^ ^""^ ^ l^^k at all seg^eAte of 

the budget and recognize that we have to maintain an investment 
m people programs. 

Senator Baucus. That is a good point. Frankly, national security 
involves not only military security but economic security, and our 
fho'^P'u going to be strong and project leadership around 
the world the more it is economically secure, which is in many 
more important than being militarily secure. 

So It IS a matter of budget priorities that I think should be shift- 
ed to make us more economically secure. Second, I think we as a 
country are going to have to encourage some of our allies, our west- 
ern world trading partners to share a little more of the burden of 
mihtary security as well as foreign aid, for example. France, Ger- 
rttT^h-V^"^ °0""*"es are just going to have to help a 
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They have been the direct beneficiaries of us for many years and 
I think they are beginning to realize that it is time to help bear 
some of that responsibility. That will help us to devote more atten- 
tion to our economic security. 

Mr. Stringham. Senator, before you close, may I make one op^ 
cific suggestion? Last fall Congress passed an Act which legitimized 
the Federal lab consortium efforts and directed that small portions 
of every Federal research budget from all agencies be directed to 
underwrite that work. Basically all they are doing is removing the 
impediments to the flow of technology out of the Federal lab 

system. , . „ 

The same kind of a bill would serve a marvelous purpose in the 
academic communities, if somehow a little pump priming money 
could be diverted to each institution, perhaps on a matching fund 
basis, to underwrite the cost maybe for two years at every institu- 
tion to put in place an industrial interface program. In our experi- 
ence that is the greatest logjam. We have a marvelous scientific 
community, but wo do not have the mechanisms to move those 
ideas out into business. 

Senator Baucus. You have touched on another problem we have. 
I think Senator Ckwk mentioned it. That is, the rigidities in pro- 
grams. A lot of these programs are awfully rigid— I think self-ex- 
clusionary" was the term that was earlier used— one of the prob- 
lems is we are such a big country. We are spread out all over this 

country of ours. , . ^ rm. i. n 4. 

One advantage Japan has is being tightly contained. They talk to 
each other, and generally know where to move as a country and as 
a people because they see each other and talk to each other so 
much. But we are spread out. Somehow we have to deal witn the 
givens cxid we will have to figure out a way to deal wath them. 

Okay, we appreciate it very much. The hearing is adjourned. 

[Whereupon, at 12:32 p.m., the hearing was adjourned.] 
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